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Venture  Stores,  Ine.,  is  a  family  value  store  that  features  a  dominant  selection  of  home,  family  apparel  and  leisure 
merchandise.  The  Company  serves  a  wide  range  of  Customers  and  has  a  substantial  market  share  among  value-oriented  mer¬ 
chants  in  nine  states  across  the  Midwest  and  Southwest.  Venture  is  committed  to  being  the  store  of  choice  to  its  Customers, 
enhancing  the  strength  and  vitality  of  its  vendor  partnerships,  and  responding  to  the  needs  of  its  communities.  Today, 
Venture  employs  more  than  12,000  associates  in  113  stores,  three  distribution  centers  and  its  corporate  office. 


Financial  and  Operating  Highlights 

(dollars  in  millions,  except  per  share)  Fiscal  1996  Fiscal  1995  Fiscal  1994 

Net  sales _ $  1,485.8  $  1,928.8  $  2,017.3 

Net  earnings  (loss)  available  to  common  shareowners _ $  (61.0)  $  (22.4)  $  26.2 

Earnings  (loss)  per  common  share  $  (3.38)  $  (1.29)  $  1.53 

Annual  dividend  rate  per  common  share  at  year-end  $  0.000  $  0.000  $  0.580 


Shareowners'  investment 

$ 

181.9 

$ 

240.9 

$  266.3 

Stores  in  operation  at  year-end 

113 

115 

113 

Common  Stock  Data 

Fiscal  Year  Ended 

January  25,  1997 

January  27,  1996 

Market  Price 

Dividends 

Market  Price 

Dividends 

High 

Low 

Per  Share 

High 

Low 

Per  Share 

Fourth  Quarter 

$ 

3  5/8 

$  2  3/8 

— 

$ 

5  5/8 

$  3 

$  - 

Third  Quarter 

$ 

5V4 

$  3  74 

— 

$ 

7  5/8 

$  3  7s 

$  - 

Second  Quarter 

$ 

872 

$  5 

— 

$ 

107s 

$  6  74 

$  0.070 

First  Quarter 

$ 

872 

$  35/8 

— 

$ 

143/4 

$  107s 

$  0.145 

co 
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The  Company's  common  stock  is  traded  on  the  New  York  Stock  Exchange  under  the  symbol  VEN. 
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Dramatic  change  never  comes  easily,  but  it  is  almost  invariably 
exciting  and  invigorating.  The  entire  Venture  organization  faced 
those  facts  time  and  again  during  the  past  year,  as  we  pursued  our 
efforts  to  create  a  dynamic  new  "family  value  retailer"  focused  on 
the  shopping  needs  of  time-pressed,  value-conscious  families. 

The  true  measure  of  our  success  in  the  repositioning  process, 
however,  lies  in  producing  solid  sales  and  financial  gains.  While  we 
are  not  where  we  need  to  be  yet,  I'm  confident  that  stronger  mar¬ 
gins  and  improving  sales  trends  are  indications  that  what  we  are 
working  to  accomplish  at  the  new  Venture  is  taking  hold.  As  we 
move  through  1997,  we  will  finally  have  an  "apples -to- apples" 
yardstick  for  evaluating  the  performance  of  the  new  Venture. 

During  the  last  two  months  of  1996,  our  comparable-store  sales 
trend  began  to  exhibit  a  turnaround.  Comparable-store  sales 
declined  13.5  percent  in  December  and  just  7.4  percent  in  January, 
markedly  better  than  the  full-year  decline  of  20.2  percent,  This 
trend  continued  in  the  first  month  of  1997,  with  February  sales 
down  just, 5. 2  percent  on  a  store-for-store  basis. 

We  are  confident  that  these  sales  figures  reflect  growing 
customer  acceptance  of  our  new  family  value  format  despite  the 
fact  that  March  comparable-store  sales  declined  12.1  percent 
March  sales  were  affected  by  a  temporary  disruption  in  the  flow  of 
merchandise  from  our  vendors  as  a  result  of  a  reduction  in  the 
advance  rate  under  our  existing  credit  agreement,  which  has 
been  replaced  by  a  larger  credit  facility  with  better  advance  rates. 

We  anticipated  that  sales  would  take  time  to  rebound  as  we 
remade  Venture  into  a  company  focused  on  improving  the  bottom 
line  rather  than  on  generating  volume  simply  for  volume's  sake.  As 
a  result,  our  margins  have  improved  noticeably,  with  Venture  post¬ 
ing  margins  before  nonrecurring  charges  and  LIFO  of  24.4  percent 
for  the  full  year  1996,  compared  with  23.4  percent  for  1995. 

We  clearly  remain  in  the  midst  of  the  long  process  of  reinvent- 


March  1996 

Venture  Stores  unveils  a 
five-phase  strategy 
designed  to  reposition  the 
company  as  a 
family  value  retailer. 


June  1996 

Use  of  high-end  “wire  weld1 
fixturing  is  expanded 
in  domestics  departments. 


w 


ing  Venture  Stores,  but  the  hard  work  put  in  by  Literally 
thousands  of  our  associates  has  produced  measurable 
progress.  If  you  walk  around  one  of  our  beautiful  new  or 
newly-remodeled  stores  and  look  at  the  improved  array  of 
private-label  and  branded  merchandise  —  as  I  have 
throughout  the  year  —  you  can  see  firsthand  some  of  the 
more  visible  results  of  our  efforts. 


1996  Results 

The  results  being  turned  in  by  a  number ^ofthe  depart¬ 
ments  we  introduced  or  expanded  during  the  first 
two  phases  of  our  repositioning  tetf  us  that  the 
strategy  to  move  Venture  away/lrom  a  general 
merchandise  discount  store  format  to 


Category  Sales 
Growth  (S-F-S) 


become  a  family  value  retailer  is 
sound,  Making  this  major  transfor¬ 
mation  a  success  has  r/quired 
a  significant  investment  in 
people,  systems,  merchandise, 
marketing  and  more. 

We  channeled  money  back  into 
the  business  through  a.  variety  of 
initiatives  designed  to  achieve  high¬ 


—  gains  to  provide  Venture  with  the  resources,  solid  founda¬ 
tion  and  clean  inventory  to  effectively  pursue  our  longer- 

_  term  strategy.  We  believe  that  positioning  Venture  for  a 

i 

strong  future  provides  the  best  opportunities  for  our 
6  shareowners.  Customers  and  associates,  despite  the 
5  near-term  implications. 

4  Net  loss  for  1996  was  $58.5  million,  or  $3.38  per  share, 
1  compared  with  a  net  loss  of  $19.9  million,  or  $1.29  per 
-^sh^re>4n  1995.  Overall,  sales  declined  23.0  percent  to 

—  $1,485.8  rmtlkm  from  $1,928.8  million  in  1995. 

_  We  made  significant  headway  on  the  expense  side,  with 
SG&A  expenses  cut^by  more  than  $50.0  million  for 
1996  comparedvyjth  1995,  which  showed  a 
reduction  of  $4,3  million  from  1994.  These 
decreases  came  about  as  a  result  of  the 


Positioning  Venture 

for  a  strong  future 

provides  the 

bestopportunities 

for  our  shareowners, 


er  levels  of  Customer  satisfaction.  In 
addition,  we  took  a  $50.0  Wlion  nonre- 


Customers  and 


associates. 


solid  ex  pen  se\  controls  we  have  put  in 
place  during  ^>ur  repositioning. 

Finally,  Venture  opened  1997 
with  another)  positive  development 
in  the  form  of  a  new  $250.0 
million  revoljiing  line  of  credit 
through  BT  Commercial  Corporation. 
This  new  credit  agreement  will 
increase  the  </ash  we  have  available 


cur  ring  pre-tax  charge  duringthe  fourth 
quarter  of  1996.  This  allowed  usto  accelerate  the 
implementation  of  the  merchandise  and  pricing  strategies 
that  reflect  the  shopping  preferences  of  obcCustomers,  and  to 


cover  the  costs  associated  with  three  stores  that>ejdetermined 
would  not  be  reopened. 

These  decisions  clearly  sacrificed  some  short-term,  bottom-line 


to  pursue  ou ^repositioning  and  growth 
strategies  unabated  and  reflects  favorably 
on  our  standing  within  the  industry. 

A  Progress  Report 

I'm  p leased Jio'feport  that  Venture  has  made  significant  progress 
^n^aTuimber  of  fronts  and  has  completed  the  first  two  phases  of  its 
repositioning  effort.  We  added  structure  to  the  strategic  foundation 


Plans  to  reopen  six  previously 
closed  stores  —  four  in 
Indianapolis  and  two  in  Texas  — 
are  announced  as 
Customer  acceptance  of 


July  1996 
Stone  Mesa  leans 
are  introduced, 
exemplifying  Venture's 
intensified  focus  on 
high-quality,  value-oriented 
private-label 
merchandise  lines. 


August  1996 
Automotive 


accessories 


to  enhance  Customer 
convenience  and  round  out 
the  Venture 
shopping  experience. 


September  1996 
Significant  expansion 
of  luggage  department 


departments  are  opened  v- "  completed,  providing  Venture's 

U 

:o  enhance  Customer  stores  with  a  strong  selection 


in  a  merchandise 
category  not  addressed 
by  its  competitors. 
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we  laid;  sometimes  in  ways  we  envisioned  and  other  times  evolving 
in  new  directions  that  the  market  has  demanded.  During  1996,  we: 

•  Combined  our  merchandise  planning  and  buying  groups  to 
increase  efficiency  and  improve  our  ability  to  respond  quickly  to 
sales  opportunities 

•  Significantly  enhanced  our  merchandising  team  so  that  Venture 
now  boasts  one  of  the  best  hard  lines  teams  in  the  industry  to 
complement  a  solid  soft  lines  group 

•  Restructured  and  streamlined  store  operationsjwttt^new  team 

of  district  managers  and  store  managers  operating  in  a  flatter 
organization  that  brings  our  top  management  closer  to  our 
Customers  / 

•  Continued  to  focus  on  the  future  by  testing 

an  all  new  Venture  Dollar  Store  concept  T 

/  1,11  iyyb, 

•  Introduced  a  new  ad  campaign  — 


j„  ,  „  ,  V  ^  AlA 

High  Quality- Low  Prices  —  which 

t  “III/ 

will  be  supported  in  1997  with  an  ||  |  1 

aggressive  advertising  (schedule.  I  n 

All  of  these  initiatives  sup-  !■  U  Vw  I  ! 

ported  the  implementation  of  the  campaign  W 
repositioning  $trategy\l  outlined 

in  last  year's  report.  Let's  take  a  SUPP 

closer  look  at  the  five  kW  strategic  aggressive 
elements  of  Venture's  repositioning  ^ 

strategy  and  the  progress  wfe  made  during 
the  past  year.  \ 

Category  Dominance:  The  cornerstone  of  Venture's 
reposi ti oni n g^strat egy^c uses  on  providing  the  deepest  and 
broadest  selection  of  quality  merchandise  irM<§y  apparel,  home  and 
leisure  .product  categories  These  category  dominan^dep§rtme^ 
are  supplemented  by  convenience  departments  which  provide  mer¬ 
chandise  to  roumfout  the  shopping  trip  and  make  Venture  a 


In  1996, 

Venture  introduced  the 


single  source  for  its  Customers'  needs. 

Positive  Customer  response  to  the  initial  implementation  of  the 
concept  spurred  Venture  to  expand  the  range  of  categories  covered 
to  include  luggage  and  gifts.  During  the  third  phase  of  our  reposi¬ 
tioning,  which  begins  this  spring,  we  will  add  or  expand  14  other 
departments,  while^continuing  to  refine  our  existing  departments. 

Brand  Expansion:  We  re-energized  our  existing  private  brands  and 

/  ;  \ 

lolled  out  strong  new  lines,  including  our  Stone  Mesa  denim  apparel, 
the  most  significant  new  private-label  offering  in  our  history.  Every 
one  of  our  privat^labebbrands  received  a  top-to-bottom  makeover, 
spurring  strong  sales  of  these  higher  margin  goods. 

Store  ReconfigurationfOne  of  tfte^most  obvious 
things  that  Venture  accomplished  in  1996  was 
the  complete. 'physical  recbn  figuration  of 
all  11  ^ejristmq  stores  to  improve 


“High  Quality- 
Low  Prices” 


Customer  convenience  and  enhance 
the  overall  shopping  experience. 
From  the  moment  Customers  enter 
one  of  our  new  or  remodeled 


campaign  which  will 

be  supported  with  an 
aggressive  advertising 


schedule. 


stores,  our  undated  look,  new  des¬ 
tination  shobs  within  our  stores, 
and  more  vitally  striking  and 
appealing  merchandise  displays  let 
them  know  tbbt  they're  in  a  new 


Venture.  During  1997,  we  will  continue 


p%fltl,fe 


with  our  aggressive  plans  to  improve  all  of  the 
stores  in  our  system. 

“Never  Dut  Basic new  information  systems  and 
invested  millions  of^tt^to,  increase  inventory  levels  for  a  list  of 
basic  mei^ncltseiitems  —;  5,000  agd  growing  at  latest  count.  Our 
goal  is  to  ensure  that  these;  items  are  in  stock  virtually  all  of  the 
time,  so  our  Cu$tom^can_  relying  Venture  for  trip  assurance  — 


October  1996 
Venture  restructures 
store  operations  team  to 
bring  top  managers 
closer  to  its  Customers. 


November  1996 
New  Venture  credit  card  is 
introduced  to  help  improve 
Customer  satisfaction 
and  build  loyalty. 


Installation  of  improved 
lighting  for  parking  lots 
at  selected  stores 
is  completed,  continuing 
Venture's  efforts  to 
enhance  the  total  shopping 
experience  at  its  stores. 


December  T9  9  6 
Sporting  goods  department 
roll-out  continues  the 


introduction  of  convenience 
departments. 


their  guarantee  that  essential  products  will  be  on  hand  whenever 
they  shop.  We  must  now  effectively  implement  our  new  systems 
and  processes  to  deliver  on  that  promise. 

Customer  Satisfaction:  We've  taken  steps  to  enhance  the  total 
shopping  experience  at, Venture  with  Customer  satisfaction  in  mind. 
We  introduced  a  new  Venture  credit  card  to  help  make  us  the  store 
of  choice  for  our  Customers,  increased  the  number  of  associates  in 
the  st ore$x during  peak, shopping  periods  to  enhance  service  and 
speed  up  check  out  lanes,  and  more. 


What  The  Future  Holds 

Evaluating  our  past  performance  is  a  valuable  way  to  assess  our 
accomplishments.  However,  successfully  translating  the  lessons  we 
learn  into  effective  market-driven  strategies  will  make  the  differ¬ 
ence  as  we  look  to  build  for  the  future. 

I  know  that  the  past  year  has  been  challenging  for  Venture's 
shareowners  and  associates.  But  if  we  succeed  in  serving  our 
Customers  first,  we  will  be  able  to  provide  enhanced  value  for  our 
shareowners  and  exciting  opportunities  for  our  associates  over  the 
long  term.  We  have  accomplished  a  great  deal,  but  we  have  a  long 
way  to  go  before  we  complete  Venture's  repositioning. 

My  thanks  go  out  to  our  investors  for  the  confidence  that  they 
have  placed  in  all  of  us  at  Venture  Stores,  and  to  our  associates  for 
their  extraordinary  efforts  during  our  repositioning.  Finally,  I  want 
to  thank  our  loyal  Customers  —  both  old  and  new  —  for  making 
Venture  their  store  of  choice.  I  pledge  to  do  everything  possible  to 
continue  to  earn  their  business  every  day. 


Robert  N. 

Wildrick 

Chairman, 

President 

and  Chief 

Executive 

Officer 


I CU-  &  (JjULK 

Robert  N.  Wildrick 

Chairman,  President  and  Chief  Executive  Officer 


February  1997 
Addition  of  new  hardware 
department  builds  on 
success  of  other  convenience 
departments  introduced  during 
the  repositioning. 


March  1997 

New  $250  million  credit  line 
from  8T  Commercial 
Corporation  further  enhances 
cash  available  to 
support  repositioning  and 
growth  efforts. 


Launch  of  Phase  III  of 
repositioning,  focusing  on  the 
expansion  or  introduction  of 
14  departments,  including 
gifts,  live  plants,  hardware, 
golf  and  fishing,  as  well  as 
ongoing  refinements  to 
existing  departments.  / 
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Category  Dominance: 

One  of  the  cornerstones  of  the 
new  format  Venture  has  imple¬ 
mented  during  the  first  two 
phases  of  its  repositioning 
strategy  is  its  focus  on  mer¬ 
chandise  categories  in  which 
it  can  offer  Customers  a 
dominant  selection  of  quality 
merchandise  so  that  they  don't 
need  to  shop  elsewhere. 
Venture's  category  dominant 


departments  provide  a  good, 
better  and  best  selection  of 
merchandise  at  value  prices. 

Supplementing  Venture's 
category  dominant  approach 
has  been  the  introduction  or 
expansion  of  departments  with 
merchandise  that  enhances 
the  overall  convenience  of 
shopping  at  our  stores.  Venture 
will  never  seek  to  compete 
with  auto  parts  stores,  for 


example,  but  its  Automotive 
department  provides  selected 
convenience  items  to  round 
out  a  shopping  trip  and 
strengthen  our  stores'  position 
as  a  one-stop  source  for  all 
home  and  family  needs. 

Initial  results  for  the 
departments  introduced  and 
expanded  during  the  first  two 
phases  of  Venture's  reposition¬ 
ing  have  been  striking. 


Sales  for  these  departments 
were  up  26.1  percent  for  the 
combined  December  1996  and 
January  1997  months.  As  a 
result  of  this  success,  Venture 
is  applying  the  strategy  to 
14  additional  departments  — 
including  live  plants,  hard¬ 
ware,  work  clothes,  golf  and 
fishing  —  during  the  third 
phase  of  its  repositioning 
starting  in  1997. 


Our  Customers 
wanted  a  great 
selection 
of  great  products, 
all  at  affordable 
everyday  prices. 


We  listened  to 
our  Customers 
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Venture 
responded  by: 


Building  up  our 
category  dominant 
merchandise 
departments, 
offering  greater 
product  depth 
as  well  as  breadth. 


freedom 


ch 


of  . 


ice 


i 


Category 
dominant 
department 
sales  as  a 
%  of  total 
store  sales 


results: 

Sales  for  tJie 
new  and 
expanded 
departments 
were  up  26.1 
percent  for 
the  combined 
December  1996 
and  January 
1  997  months. 


t 


1 


Brand  Expansion: 

Venture's  private- Label  programs 
complement  our  broad  selec¬ 
tion  of  quality,  national  name 
brands.  Exclusive  Venture 
brands  —  which  offer  high 
quality  as  well  as  better 
margins  than  brand  name 
merchandise  in  most  cases  — 
have  become  a  larger  percent- 
age  of  our  merchandise  mix. 

The  quality  and  variety  of  these 
brands  offer  a  clear  point  of 
differentiation  between  Venture 


and  our  competitors. 

Launched  in  1996,  Venture's 
private-label  Stone  Mesa  Jeans 
are  already  our  #3  selling 
denim  brand  overall  and  on 
track  to  generate  $30  million  in 
annual  sales.  Stone  Mesa  is  just 
one  example  of  Venture's  re¬ 
energized  and  expanded  pri- 
vate-Label  apparel  and  acces¬ 
sories  programs,  which  are 
helping  our  Customers  look 
better  than  ever. 

Private-label  successes 


include  the  Jenny's  Closet  and 
Ryan's  Locker  girls  and  boys 
apparel  Lines,  the  Home-to- 
Home  and  Studio  Uno  home 
lines,  and  the  Lauren  Rogers 
brand,  which  spans  Ladies 
apparel,  bath  &  body,  and  more. 
Every  one  of  our  private  brands 
has  received  a  complete 
revamping,  covering  everything 
from  merchandise  styles  and 
quality  to  product  labels  and 
packaging.  Then  there  is  the 
Venture  brand 


private  label  Line  of  more  than 
400  health  and  beauty  aids, 
over-the-counter  medicines, 
household  chemicals,  and  paper 
products.  Featuring  all- new 
packaging  and  a  strong 
"Compare  &  Save"  shelf  signage 
program,  these  products  provide 
excellent  visibility  for  the 
Venture  brand.  They  also  offer 
an  outstanding  average  gross 
margin  of  approximately  40  per¬ 
cent  *—  nearly  four  times  that 
of  their  branded  counterparts. 


CO 


Our  Customers 
wanted  great 
quality  products 
at  value  prices. 


We  listened  to 
our  Customers 

( 


loo 


Venture 
responded  by: 


Aggressively  expanding 
our  private-label 
branding  program  into 
areas  as  diverse  as 
clothing,  bath  and 
housewares,  gifts  and 
accessories. 


Expansion  of 
number  of  styles 
sold  in  Stone 
Mesa  brand  line 
:  :=1Q  styles 


;  •: 


results: 


PG 
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Sales  for  these 
high-margin 
items  have 
surpassed  our 
projections. 


Fall  1997  (planned):  286 
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Store  Reconfiguration: 

Giving  expectant  mothers  pri¬ 
ority,  reserved  parking  spots 
complete  with  colorful  "Stork 
Signs"  outside  all  Venture 
stores  was  a  simple,  common 
sense  idea  to  make  shopping 
a  little  bit  more  convenient. 
The  concept  has  also  been  a 
big  hit  with  shoppers  and  the 
subject  of  numerous  news 
stories  across  the  country. 


Our  Customers 
wanted  nicer  fixtures, 
better  department 
signage,  more  contemporary 
design,  and  more 
convenient  department 
adjacencies. 


r 


We  listened  to 
our  Customers 


t 


It's  also  just  one  example  of 
Venture's  Larger  initiative  to 
make  shopping  at  our  stores  a 
better  overall  experience  for 
all  of  our  Customers. 

Destination  shops  within 
the  store  highlight  depart¬ 
ments  where  Venture  offers  an 
unmatched  selection  of  quality 
merchandise  at  value  prices. 
What's  more,  departments  have 
been  carefully  placed 


to  ensure  a  smooth  traffic  flow 
and  to  put  complementary 
merchandise  categories  adja¬ 
cent  to  one  another. 

Finally,  Venture  stores  just 
Look  better  —  inside  and  out. 
More  attractive,  high  capacity 
'wire  weld'  fixtures  not 
only  hold  more 
merchandise. 


but  provide  a  look  more  like 
what  you  would  expect  to  find 
in  a  specialty  retail  store. 
Combined  with  other  merchan¬ 
dising  elements,  refixturing 
has  enhanced  product  pre¬ 
sentation  and  allowed  us  to 
keep  more  items  on  the 
shelves.  New  carpeting,  fresh 
paint,  improved  parking  Lot 
Lighting,  and  more  complete 
the  picture. 


Venture 
responded  by: 

Implementing  a  store-wide 
updating  of  department 
graphics,  store  layout  and 
fixtures,  including  hardwood 
floors,  "wire-weld" 
displays  and  contemporary 
color  palette. 


Venture’s  store 

reconfiguration 

progress 

=  87  Stores 
new  or  newly 
remodeled 

=  26  Stores 
awaiting  paint 
and  carpet 

(Each  square 
represents  one 
of  Venture's  113  stores) 


results: 

Over  three- 
fourths  of  our 
stores  are  new 
or  have  been 
newly  remodeled 
within  the  past 
six  years, 
and  all  stores 
were  recently 
refixtured.  These 
enhancements, 
combined  with 
innovative  cus¬ 
tomer  service 
initiatives,  are 
helping  to  pro¬ 
vide  increased 
lengths  of 
shopping  time 
in-store. 
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Never  Out  Basics: 

With  Less  and  Less  time  avail¬ 
able  for  shopping,  Venture's 
Customers  appreciate  trip 
assurance  —  the  promise  that 
essential  basic  items  will 
always  be  in  stock. 

Venture  knew  that  imple- 
menting  the  "Never  Out 
Basics"  program  would  be  a 
major  undertaking.  The  chal¬ 
lenge  of  making  certain  that 
literally  thousands  of  items 


were  always  on  hand  in  ever 


Our  Customers 
wanted  to  know  that 
whenever  they 
came  in  to  shop,  we'd 
have  their  everyday 
basic  needs  in  stock. 


We  listened  to 
our  Customers , 


al 


store  required  a  dramatic 
retooling  of  our  merchandise 
planning,  data  processing  and 
distribution  operations. 

To  accomplish  the  feat, 
we  pored  over  every  detail  of 
the  operations  of  Venture's 
stock  rooms  and  stores,  and 
turned  our  three  distribution 
centers  inside  out.  Successfully 
completing  the  task  required 
pulling  together  many  ele- 
ments,  such  as 
enhancements 


ays 


to  our  mainframe  computers 
and  data  storage  capabilities. 
We  also  upgraded  Inforem  — 
our  state-of-the-art  merchan¬ 
dise  tracking  and  allocation 
computer  system. 

Today,  a  more  disciplined 
approach  to  stocking  our 
shelves  makes  it  easier  to 
know  when  items  need  to 
be  reordered  —  Venture's 
computerized  inventory  sys¬ 
tems  contribute  by  helping  us 
track  basic  items  throughout 


you 


the  distribution  cycle. 
Streamlined  distribution  center 
processes  add  another  key 
piece  to  the  challenge  of 
improving  our  merchandise 
flow  and  the  replenishment 
systems. 

One  result  has  been  the 
capacity  to  expand  our  "Never 
Out  Basics"  program  from  an 
original  2,500  items  to  5,000 
in  1996,  with  plans  to  enlarge 
the  list  to  7.500  items  bv  the 


end  of  1997. 


P  Venture 
responded  by: 

> 

Installing  new 
state-of-the-art 
merchandise  scanning 
and  tracking 
systems,  allowing  us 
to  resupply  stores 
on  a  “just-in-time ” 


need 


] 


In-stock 
comparison  of 
Never  Out  Basic 
items  vs.  total 
store  (1996) 


6$ 

S 
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results:  i 

We  have 
improved  our 
in-stock 
performance  on 
Never  Out  Basic 
items,  which 
increases 
customer 
confidence  and 
satisfaction. 
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Customer  Satisfaction; 

Building  Customer  loyalty  is 
tougher  today  than  ever.  That's 
why  we  have  worked  hard  to 
develop,  implement  and  refine 
a  host  of  programs  designed 
to  make  Venture  the  store  of 
choice  for  more  and  more 
shoppers. 

The  new  Venture  credit  card. 


introduced  in  1996,  gives  our 
Customers  a  great  incentive  to 
shop  our  stores  through 
"Venture  Rewards"  —  a  two 
percent  rebate  on  all  purchases. 
As  a  result.  Venture  credit  card 
holders  are  more  frequent  shop¬ 
pers  who  also  spend  more  per 
visit  than  a  typical  customer. 

The  credit  card  program  — 


operated  in  conjunction  with 
Beneficial  National  Bank  USA, 
one  of  the  nation's  top  credit 
card  issuers  —  also  gives 
Venture  an  extensive  database 
of  information  that  will  allow 
us  to  do  an  even  better  job  of 
catering  to  our  Customers' 
shopping  preferences.  Well 
even  be  able  to  offer  them 


Our  Customers 
wanted  to  finance  larger 
purchases,  earn 
rebates  on  purchases, 
and  add  convenience 
to  their  shopping. 

We  listened  to 
our  Customers 


special  values  linked  to  key 
events  in  their  lives,  such  as 
birthdays,  weddings,  the  birth 
of  a  new  baby  and  more! 

We've  also  focused  on  other 
opportunities  to  build  loyalty 
among  our  Customers,  with 
programs  like  our  55+  Value 
Club,  60+  Seniors  Club,  Big  & 
Tall  Club,  and  Bra  &  Panty  Club. 


Venture 
responded  by: 

Issuing  a  private-label 
credit  card  and 
mailing  applications  to 
our  extensive  database 
of  customer  names 
developed  in  conjunction 
with  Beneficial 
National  Bank  USA. 


is  due 


Number  of 


Venture 
credit  cards 
outstanding 
(in  thousands) 


Venture  issued 
over  25,000  new 
cards  in  the 
fourth  quarter 
alone. 

The  average  sale 
to  credit  card 
users  was  81 
percent  higher 
than  the  overall 
average  ticket 
during  the 
fourth  quarter 
of  1996. 
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management’s  discussion  and  analysis 


The  following  discussion  summarizes  the  significant  factors 
affecting  the  Company's  operating  results  for  the  fiscal  years  ended 
January  25,  1997  ("1996"),  January  27,  1996  ("1995"),  and 
January  28,  1995  ("1994"),  and  the  Company's  liquidity  and  capital 
resources  as  of  January  25,  1997,  January  27,  1996,  and  January 
28,  1995,  This  discussion  and  analysis  should  be  read  in  conjunc¬ 
tion  with  the  financial  statements  and  notes  to  the  financial  state¬ 
ments  included  in  this  annual  report. 

Results  of  Operations 

Net  Earnings 

1  996  Compared  to  1995 

Net  loss  was  $58.5  million  in  1996,  compared  with  $19.9  million 
in  1995.  Both  years  were  negatively  impacted  by  nonrecurring 
charges  as  discussed  below,  which  are  included  in  cost  of  mer¬ 
chandise  sold  and  in  selling,  general,  administrative  and  other 
expenses.  During  1996,  the  Company  recorded  nonrecurring  pre-tax 
charges  of  approximately  $50,0  million,  or  $1.72  per  share.  These 
charges  consisted  of  $38.3  million  for  additional  markdowns  and 
$4.5  million  for  advertising  and  other  costs  incurred  to  allow  the 
Company  to  liquidate  excess  inventory  and  adjust  merchandise 
assortments  for  the  implementation  of  phase  three  of  the  reposi¬ 
tioning  (discussed  below),  $6.1  million  associated  with  three  stores 
that  the  Company  has  determined  will  not  reopen,  $.6  million  for 
severance  costs  for  the  elimination  of  67  positions  at  year-end 
1996  as  a  corporate  overhead  reduction  initiative  and  approxi¬ 
mately  $.5  million  related  to  other  costs.  Of  the  total  nonrecurring 
charges  in  1996,  $38.3  million  is  included  in  cost  of  merchandise 
sold  and  $11.7  million  is  included  in  selling,  general,  administrative 
and  other  expenses. 

During  1995,  the  Company  announced  plans  to  transform  Venture 
from  a  discount  general  merchandise  chain  to  a  value-oriented 
family  store,  the  "Repositioning".  The  Repositioning  is  designed  to 
improve  gross  margin.  Phase  one  of  the  Repositioning,  which  was 
completed  in  early  March  of  1996,  resulted  in  the  reconfiguration  of 
the  store  interiors  and  the  expansion  of  various  merchandise  assort¬ 
ments  in  order  for  the  Company  to  become  a  more  dominant  retailer 
in  the  home,  family  apparel  and  leisure  merchandise  categories.  The 
reconfiguration  provides  for  destination  shops  showcasing  category- 
dominant  lines  with  additional  floor  space,  distinctive  fixtures, 
graphics  and  displays.  In  this  process,  the  Company  downsized  or 
exited  several  categories  of  historically  low-margin  businesses  to 
make  room  for  new  or  expanded  businesses  such  as  the  Petite  Shop, 
Big  8  Tail  Shop,  Women's  Sizes,  Sports  Shop  and  Home  Shop  areas. 

The  Company  continued  to  adjust  its  family  value  store  concept 
and  merchandise  mix  in  1996  with  phase  two  of  the  Repositioning, 
which  was  completed  in  October  1996,  Phase  two  included  expand¬ 
ing  the  gift  department,  further  expansion  of  new  fixturing  in 
domestics,  introduction  of  a  bath  and  body  shop,  expansion  of  the 
luggage  department,  debut  of  a  women's  coordinates  fashion  line 
and  introduction  of  convenience  automotive  accessories.  Phase 
three  of  the  Repositioning,  which  is  being  rolled  out  in  1997, 
includes  opening  or  expanding  14  more  departments,  including  live 


plants,  convenience  hardware,  and  golf  and  fishing  equipment, 
expansion  of  opening  price  point  items  and  the  intensification  of 
the  everyday  low  pricing  strategy.  The  success  of  the  Repositioning 
is  dependent  upon  numerous  factors  including  customer  acceptance 
of  the  merchandising  strategy  and  adequate  sources  of  capital. 

The  Company  intends  to  continue  to  evaluate  its  merchandise 
assortments  throughout  1997. 

During  1995,  the  Company  recorded  nonrecurring  pre-tax  charges 
of  $45.7  million,  or  $1.65  per  share.  These  charges  consisted  of 
$3.6  million  to  complete  the  image  builder  program  (discussed 
below)  in  the  first  quarter,  $6.9  million  related  to  the  reduction 
in  the  workforce  during  1995  and  the  first  quarter  of  1996,  $8.6 
million  in  connection  with  the  closing  of  three  unprofitable  stores 
in  August  of  1995,  $4.1  million  of  severance  and  other  costs  for  the 
closing  of  ten  additional  under-performing  stores  in  the  early  part 
of  1996,  $2.0  million  for  costs  associated  with  cancelled  1996  store 
openings,  $1,6  million  related  to  financing  activities,  $2.5  million 
for  other  actions  taken  by  management  and  $16.4  million  (net 
of  the  $4.1  million  nonrecurring  LIFO  credit  discussed  below)  in 
connection  with  phase  one  of  the  Repositioning.  Of  the  total  non¬ 
recurring  charges  in  1995,  $7.0  million  is  included  in  cost  of 
merchandise  sold  and  $38.7  million  is  included  in  selling,  general, 
administrative  and  other  expenses. 

1995  net  earnings  also  included  a  $3.8  million  pre-tax  benefit, 
or  $0.14  per  share,  on  the  curtailment  of  the  Company's  defined 
benefit  pension  plan  and  a  pre-tax  benefit  of  $4.0  million,  or  $0.14 
per  share,  related  to  real  estate  transactions,  primarily  the  reversal 
of  recorded  reserves  on  a  closed  store  due  to  the  property  being 
subleased. 

1995  Compared  to  1994 

Net  loss  was  $19,9  million  in  1995  as  compared  with  net  earn¬ 
ings  of  $28.7  million  in  1994.  Net  earnings  in  1995  were  negatively 
affected  by  the  $45.7  million  of  nonrecurring  charges  discussed 
above.  Net  earnings  in  1994  were  negatively  affected  by  two  non¬ 
recurring  items.  The  first  item  was  a  $2.6  million  pre-tax  charge 
($0,09  per  share)  for  the  cost  of  asbestos  abatement  in  one  store. 
The  second  item  was  recorded  in  the  fourth  quarter  of  1994,  when 
the  Company  began  the  roll  out  of  the  image  builder  program, 
designed  to  materially  broaden  the  assortments  of  certain  key 
merchandise  categories  within  housewares  and  domestics,  while 
de-emphasizing  and  reducing  merchandise  assortments  in  less  pro¬ 
ductive  categories,  including  automotive  and  hardware.  The  imple¬ 
mentation  of  this  program  required  higher-than-normal  markdowns 
in  the  de-emphasized  areas  and  significant  expenditures  to  refixture 
stores  for  the  newly  expanded  categories.  In  connection  with  the 
roll  out  of  the  image  builder  program,  the  Company  recorded  a  $3.0 
million  pre-tax  charge,  or  $0.11  per  share,  in  the  fourth  quarter  of 
1994. 

The  nonrecurring  charges  in  1996,  1995  and  1994  complicate 
comparisons  of  the  Company's  financial  results  for  these  years.  To 
facilitate  such  comparisons,  certain  financial  information  is  reported 
in  this  discussion  both  including  and  excluding  these  items. 
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Net  Earnings  as  a  Percent  of  Net  Safes 

The  following  table  sets  forth  certain  components  of  net 
earnings  expressed  as  a  percentage  of  net  sales  for  1996,  1995 
and  1994: 


Percentage  of  Net  Sales 

1996 

1995 

1994 

Net  sales 

100.0% 

100.0% 

100.0% 

Cost  of  merchandise  sold  (before 

LIFO  and  nonrecurring  charges) 

75.6 

76.6 

75.7 

FIFO  gross  margin 

(before  nonrecurring  charges) 

24.4 

23.4 

24.3 

UFO  (before  nonrecurring  charges) 

0.2 

(•3) 

(•i) 

Selling,  general,  administrative  and 

other  expenses  (excluding 

nonrecurring  charges) 

25.3 

22.1 

21.3 

Nonrecurring  charges 

3.3 

2.4 

.3 

Operating  income  (loss) 

(4.4) 

(0.8) 

2.8 

Net  interest  expense 

1.9 

.8 

.5 

Net  earnings  (loss)  before 

income  taxes 

(6.3) 

(1.6) 

2.3 

Income  taxes 

J2.4) 

(0.6) 

0.9 

Net  earnings  (loss) 

(3.9)% 

(1.0)% 

1.4% 

Net  Sales 

The  Company's  net  sales  in  1996  were  $1,485.8  million,  down 
23.0%  from  $1,928.8  million  in  1995.  Comparable  store  sales 
declined  20.2%  in  1996.  Comparable  store  sales  were  negatively 
impacted  by  the  elimination  or  reduction  of  historically  low-margin 
product  lines,  including  certain  categories  of  hardware,  automotive, 
and  sporting  goods,  in  connection  with  the  Company's  margin- 
based  Repositioning  strategy.  Other  factors  contributing  to  the 
decline  in  comparable  store  sales  were  the  disruption  caused  in 
February  and  March  by  the  remodeling  done  as  part  of  phase  one 
of  the  Repositioning,  the  surplus  of  merchandise  at  higher  price 
points  for  which  sales  were  not  as  strong  as  merchandise  at  lower 
price  points,  the  transition  time  for  customers  to  familiarize  them¬ 
selves  with  the  new  store  layout,  disruptions  in  merchandise  ship¬ 
ments  from  certain  vendors  in  the  fourth  quarter,  and  competitive 
store  openings  in  some  of  the  Company's  markets.  Total  sales  were 
also  negatively  impacted  by  the  closing  of  six  stores  on  March  30, 
1996,  and  the  conversion  of  four  stores  to  temporary  chain -wide 
clearance  centers.  During  1996,  the  Company  reopened  all  four 
clearance  centers  and  three  of  the  closed  stores  as  family  value 
stores.  The  Company's  plans  reflect  a  continuing  comparable  store 
sales  decline  through  at  least  the  first  half  of  1997. 

Net  sales  during  1995  were  $1,928.8  million,  a  decrease  of  4.4% 
from  1994  net  sales  of  $2,017.3  million.  Comparable  store  sales 
declined  9.4%  in  1995,  partially  as  a  result  of  the  phasing-out  of 
certain  merchandise  categories  in  the  second  half  of  the  year  in 
anticipation  of  the  Company's  Repositioning.  The  Company  opted  to 
keep  its  stores  open  during  the  remodeling  stage  of  the  transition, 
which  began  December  26,  1995  and  was  completed  in  early  March, 
1996.  Total  sales  in  1995  were  also  negatively  impacted  by  the 
closing  of  three  stores  in  August  of  1995  (two  in  Illinois  and  one 
in  Oklahoma),  a  generally  weak  and  promotional  retail  environment, 
the  Company's  discontinuation  of  the  Famous-Barr  credit  card,  and 
competitive  store  openings  in  some  of  the  Company's  markets. 


§  I:  b  continued 


Gross  Margin 

FIFO  gross  margin  for  1996  was  $323.8  million  in  1996,  compared 
with  $440.2  million  in  1995,  a  decrease  of  $116.4  million.  FIFO 
gross  margin  included  nonrecurring  charges  of  $38.3  million  incurred 
in  the  fourth  quarter  of  1996  for  clearance  markdowns  to  liquidate 
excess  inventories  and  balance  inventories  allowing  for  new 
merchandise  programs  to  be  added  at  an  accelerated  rate  and  for 
one-time  markdowns  for  an  expansion  of  the  Company's  price  reduc¬ 
tion  initiatives,  moving  more  merchandise  to  everyday  low  prices  as 
part  of  phase  three  of  the  Repositioning.  FIFO  gross  margin  in  1995 
included  nonrecurring  charges  of  $11.2  million  for  clearance  mark- 
downs  taken  on  the  categories  phased-out  in  connection  with  phase 
one  of  the  Repositioning.  Excluding  these  nonrecurring  charges  in 
1996  and  1995,  FIFO  gross  margin  declined  $89.3  million  in  1996, 
from  $451.4  million  in  1995  to  $362.1  million  in  1996.  The  primary 
reason  for  the  decline  in  gross  margin  in  dollars  is  the  effect  of 
reduced  sales.  Excluding  nonrecurring  charges,  FIFO  gross  margin  as 
a  percent  of  sales  increased  to  24.4%  in  1996  from  23.4%  in  1995. 
The  increase  in  FIFO  gross  margin  as  a  percent  of  sales  is  primarily 
attributable  to  the  exiting  or  downsizing  of  historically  low-margin 
product  lines  and  expansion  of  merchandise  assortments  in  home, 
family  apparel,  and  leisure  categories  as  part  of  the  Repositioning, 
a  focus  on  higher  initial  markup  opportunities  throughout  the  store, 
and  reduced  permanent  markdowns  in  1996.  These  increases  in  FIFO 
gross  margin  were  partially  offset  by  higher  promotional  markdowns 
and  higher  shortage. 

FIFO  gross  margin  was  $440.2  million  in  1995,  compared  with 
$488.7  million  in  1994,  a  decrease  of  $48.5  million.  Excluding 
nonrecurring  charges,  FIFO  gross  margin  as  a  percent  of  sales  was 
23.4%  in  1995  as  compared  to  24.3%  in  1994.  The  decline  was  due 
to  the  reduction  in  sales  of  higher-margin  softline  items  as  a  per¬ 
centage  of  total  sales,  the  highly  promotional  environment,  and 
competitive  pricing. 

LIFO 

The  cost  of  merchandise  sold  included  a  LIFO  charge  of  $3.4 
million  ($0.12  per  share)  in  1996,  a  LIFO  credit  (benefit)  of  $9.6 
million  ($0.35  per  share)  in  1995  and  a  LIFO  credit  of  $2.9  million 
($0.10  per  share)  in  1994.  The  1996  LIFO  charge  is  predominately  a 
result  of  overall  lower  inventory  levels  at  year-end  1996  than  year- 
end  1995.  In  addition,  several  categories  that  contain  a  significant 
portion  of  the  Company's  inventory,  such  as  drugs  and  toiletries, 
experienced  relatively  higher  price  inflation  in  1996.  The  1995  LIFO 
credit  included  a  $4.1  million  credit  related  to  the  reduction  or 
elimination  of  certain  merchandise  categories,  such  as  automotive 
and  hardware,  in  connection  with  the  Repositioning.  The  remaining 
LIFO  credit  in  1995  of  $5.5  million,  or  $0.20  per  share,  resulted 
primarily  from  an  overall  increase  in  retail  mark-up  at  year-end 
1995  over  year-end  1994.  This  occurred  as  the  categories  that  were 
eliminated  as  part  of  the  Repositioning  had  lower  retail  mark-ups 
than  the  categories  that  were  expanded,  such  as  men's  and  women's 
apparel.  The  impact  of  inflation  was  nominal  in  1995.  The  LIFO 
credit  in  1994  resulted  primarily  from  the  increase  in  inventory  in 
1994  over  1993  due  to  the  opening  of  nine  stores  during  the  year. 


Provision  for  Income  Taxes 

The  income  tax  benefit  was  $35.8  million  in  1996  compared 
with  $11.9  million  in  1995  and  an  income  tax  provision  of  $18.4 
million  in  1994.  The  income  tax  benefit  in  1996  and  1995  resulted 
from  the  net  operating  loss.  The  effective  income  tax  rates  were 
38.0%,  37.4 %  and  39.0%,  in  1996,  1995  and  1994,  respectively. 
Other  taxes  that  are  not  affected  by  the  Company's  operating  loss 
caused  a  reduction  in  the  effective  tax  rate  in  1996  and  1995. 


Selling,  General,  Administrative  and  Other  Expenses 

Selling,  general,  administrative  and  other  expenses  were  $387.2 
million,  $465.4  million  and  $434.6  million  in  1996,  1995  and  1994, 
respectively.  Excluding  the  nonrecurring  charges  discussed  above, 
selling,  general,  administrative  and  other  expenses  were  $375.5 
million,  $426.7  million  and  $431.0  million  in  1996,  1995  and  1994, 
respectively,  or  25.3%,  22.1%  and  21.3%  of  sales.  As  a  percent  of 
sales,  selling,  general,  administrative  and  other  expenses  increased 
in  1996,  primarily  due  to  the  decline  in  sales.  Selling,  general, 
administrative  and  other  expenses  decreased  in  1996  compared  to 
1995  largely  due  to  a  number  of  expense  reduction  and  cost  control 
initiatives.  Payroll  decreased  $60.9  million  in  1996  compared  with 
1995  as  a  result  of  the  reduction  of  the  workforce  by  approximately 
950  positions  during  the  second  quarter  of  1995,  the  elimination  of 
390  sales  support  positions  in  connection  with  streamlining  the 
Company's  store  organization  in  the  first  quarter  of  1996  and  the 
decrease  in  the  number  of  stores  from  year-end  1995  to  year-end 
1996.  Other  factors  contributing  to  the  decrease  in  selling,  general, 
administrative  and  other  expenses  were  a  decrease  in  retirement 
expense  as  a  result  of  the  suspension  of  additional  benefit  accruals 
under  the  retirement  plan  as  of  January  1,  1996,  reduction  of 
recorded  reserves  on  a  closed  store  and  a  decrease  in  credit  card 
fees  paid  due  to  the  decline  in  sales.  These  decreases  in  selling, 
general,  administrative  and  other  expenses  were  partially  offset  by 
an  increase  in  advertising  expense  during  1996,  primarily  for  the 
costs  associated  with  the  Repositioning  and  the  highly  promotional 
environment,  and  an  increase  in  stock-based  compensation  expense 
as  the  result  of  a  new  restricted  stock  program  for  key  executives 
implemented  during  1996.  Selling,  general,  administrative  and 
other  expenses  for  1995  included  one-time  pre-tax  benefits  of  $4.0 
million  related  to  real  estate  transactions  and  $3.8  million  on  the 
curtailment  of  the  Company's  defined  benefit  pension  plan. 

The  increase  in  selling,  general,  administrative  and  other 
expenses  as  a  percentage  of  sales  in  1995  is  due  to  lower  sales, 
higher  advertising  expense  as  a  result  of  the  highly  promotional 
environment  and  higher  depreciation  and  property  tax  expenses 
due  to  an  increase  in  the  number  of  stores. 

Net  Interest  Expense 

Net  interest  expense  increased  $11.4  million  in  1996  to  $27.6 
million,  compared  with  $16.2  million  in  1995.  Of  this  increase,  $4.9 
million  is  due  to  the  financing  obligation  resulting  from  the  sale/ 
leaseback  transactions  in  the  fourth  quarter  of  1995  and  the  first 
quarter  of  1996,  and  $4.9  million  is  due  to  higher  short-term 
borrowings  in  1996.  The  remaining  increase  in  net  interest  expense 
is  primarily  from  a  decrease  in  interest  income. 

Net  interest  expense  increased  $6.3  million  in  1995  to  $16.2  mil¬ 
lion,  compared  with  $9.9  million  in  1994.  Over  half  of  the  increase 
is  due  to  1995  reflecting  a  full  year  of  interest  on  certain  medium 
term  notes,  which  were  issued  in  late  1994.  The  remaining  increase 
in  net  interest  expense  is  primarily  due  to  higher  short-term  borrow¬ 
ings  in  1995  that  resulted  partially  from  the  decline  in  sales. 


Inflation  Impact 

Inflation  did  not  materially  affect  sales  growth  and  operating 
earnings.  The  Company  believes  that,  as  a  result  of  valuing  inven¬ 
tory  on  a  LIFO  basis,  the  current  cost  of  merchandise  is  reflected  in 
operating  results. 


Liquidity  and  Capital  Resources 

Operating  Activities 

Cash  flow  from  operations  improved  by  $49.0  million  in  1996 
and  decreased  $150.0  million  in  1995.  Cash  used  by  operations, 
consisting  of  net  income  adjusted  for  non-cash  expense  items  and 
changes  in  working  capital,  was  $32.6  million  in  1996  and  $81.6 
million  in  1995,  compared  with  cash  provided  by  operations  of 
$68.4  million  in  1994.  Detailed  information  on  the  Company's  cash 
flows  is  presented  in  the  Statement  of  Cash  Flows  in  the  Financial 
Statements.  The  increase  in  cash  flow  from  operations  in  1996  is 
due  to  an  increase  in  cash  provided  by  working  capital,  offset  by 
the  net  operating  loss  and  a  reduction  in  deferred  taxes.  The 
decrease  in  cash  provided  from  operations  in  1995  was  due  pri¬ 
marily  to  the  net  operating  loss,  a  decrease  in  accounts  payable 
and  income  taxes  payable  and  an  increase  in  other  current  assets, 
offset  partially  by  an  increase  in  accrued  expenses. 

The  $28.8  million  decrease  in  inventories  between  1995  and 
1996  is  primarily  attributable  to  the  aggressive  markdown  and  clear¬ 
ance  of  discontinued  and  excess  inventory  in  the  fourth  quarter  of 
1996  and,  to  a  lesser  extent,  two  fewer  stores  at  year-end  1996. 

The  $8.7  million  decrease  in  accounts  payable  in  1996  resulted  from 
reduced  inventory  levels  and  a  general  tightening  of  credit  terms. 
The  decrease  in  accrued  expenses  in  1996  over  1995  is  largely  due 
to  a  $14.2  million  reduction  in  accrued  liabilities  resulting  from 
the  payment  of  construction  in  process  costs  related  principally  to 
remodeling  and  refixturing  for  the  Repositioning.  A  decrease  in 
payroll,  benefit  and  insurance  accruals  resulting  from  the  reduced 
workforce  and  the  suspension  of  benefit  accruals  under  the  retire¬ 
ment  plan  and  profit  sharing  plan  also  contributed  to  the  decrease 
in  accrued  expenses  in  1996. 

The  decrease  in  non-current  deferred  income  taxes  in  1996 
resulted  primarily  from  the  creation  of  a  net  operating  loss  carry¬ 
forward  during  1996  and  the  conclusion  of  an  IRS  examination 
that  resulted  in  significant  capital  recovery  adjustments.  With  the 
completion  of  this  IRS  examination,  all  years  through  1995  are 
reviewed  and  tentatively  settled.  The  decreases  in  non-current 
deferred  taxes  were  partially  offset  by  an  increase  in  the  deferred 
tax  liability  from  the  sale/leaseback  of  16  store  properties  in  1995 
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and  1996.  For  book  purposes,  the  sale/ leaseback  transactions  were 
recorded  under  the  financing  method  with  no  gain  or  loss  recog¬ 
nized.  The  properties  continue  to  be  reported  as  assets  on  the  books 
of  the  Company.  As  future  book  depreciation  is  recorded  on  the 
sale/leaseback  assets,  the  related  deferred  income  tax  liability  will 
be  reduced. 

The  decrease  in  accounts  payable  and  corresponding  increase  in 
short-term  debt  in  1995  reflected  the  Company's  greater  reliance  on 
short-term  debt  to  fund  working  capital  as  a  result  of  reduced  sales 
and  earnings.  The  Company's  voluntary  shortening  of  payment 
terms  to  take  advantage  of  additional  trade  discounts,  as  well  as  a 
general  tightening  of  credit  terms,  contributed  to  the  $96.0  million 
decrease  in  accounts  payable  in  1995.  As  a  result  of  the  net  oper¬ 
ating  loss  in  1995,  the  Company  had  an  income  tax  receivable  of 
$13.7  million  in  1995,  compared  with  income  taxes  payable  of 
$11.1  million  in  1994.  The  $7.0  million  increase  in  other  current 
assets  was  primarily  due  to  the  $13.7  million  income  tax  receivable, 
offset  by  a  $4.4  million  decrease  in  receivables  primarily  from  the 
refund  of  a  cash  bond  upon  favorable  dismissal  of  a  lawsuit  against 
the  Company.  The  increase  in  accrued  expenses  in  1995  over  1994 
is  largely  due  to  $7.6  million  of  reserves  remaining  at  January  27, 
1996,  related  to  store  closings.  The  accrual  of  nonrecurring  costs  in 
connection  with  the  expense  reductions  and  the  Repositioning  also 
contributed  to  the  increase  in  accrued  expenses  in  1995. 

The  Company  has  taken  several  actions  aimed  at  improving  its 
profitability.  As  discussed  above,  the  Company  cut  benefit  costs  by 
suspending  additional  benefit  accruals  under  its  retirement  plan 
and  streamlined  its  sales  organization  in  early  1996,  eliminating 
390  sales  support  positions.  At  year-end  1996,  the  Company 
reduced  its  workforce  by  67  corporate  positions  as  an  overhead 
reduction  initiative.  The  Company  plans  to  open  or  expand  14  more 
departments  in  spring  of  1997  as  part  of  phase  three  of  the 
Repositioning.  In  addition,  during  the  fourth  quarter  of  1996,  the 
Company  opened  nine  Venture  Dollar  stores  in  existing  trade  areas 
to  test-market  the  new  concept.  The  Venture  Dollar  stores  carry 
convenience-oriented,  low-priced  items  and  are  approximately 
7,000  to  10,000  square  feet  in  size. 

Investing  Activities 


The  following  table  summarizes  capital  expenditures  by  type  for 
each  of  the  last  three  years: 


(millions) 

1996 

1995 

1994 

New  stores 

$  3 

$  13 

$  65 

Remodeling  and  refixturing 

1 

33 

8 

Distribution  facilities 

1 

2 

2 

Equipment  and  other 

14 

13 

8 

Total  capital  expenditures 

$  19 

$  61 

m 

00 

The  decline  in  capital  expenditures  for  new  stores  in  1996  and 
1995  is  due  to  the  reduced  number  of  new  store  openings.  One  new 
store  was  opened  in  1996,  which  was  a  conversion  of  an  existing 
building,  compared  with  five  new  stores  opened  in  1995  and  nine 
new  stores  in  1994.  The  increase  in  remodeling  and  refixturing 
expenditures  in  1995  is  primarily  the  result  of  $25.5  million  of 
capital  expenditures  to  make  the  physical  changes  necessary  for 
phase  one  of  the  Company's  Repositioning. 


The  Company  does  not  anticipate  opening  any  new  family  value 
stores  in  1997.  The  capital  expenditure  budget  totals  approximately 
$18.0  million  for  1997  and  is  expected  to  be  used  primarily  to 
remodel  existing  stores  and  for  the  ordinary  repair  and  replacement 
of  store  and  distribution  center  assets. 

Investing  activities  in  1996  includes  proceeds  of  $6.2  million  for 
the  sale  of  assets,  primarily  excess  real  estate. 

Financing  Activities 

On  June  28,  1996,  the  Company  terminated  its  Credit  Agreement 
with  The  First  National  Bank  of  Chicago,  as  agent,  and  a  syndicate 
of  banks  and  entered  into  an  agreement  with  BankAmerica  Business 
Credit,  Inc.,  as  agent,  and  a  syndicate  of  financial  institutions  for  a 
secured  revolving  credit  facility  (the  "Credit  Facility")  consisting  of 
revolving  credit  loans  and  letters  of  credit  of  up  to  $225  million  in 
the  aggregate,  with  a  sublimit  of  $125  million  for  letters  of  credit. 
The  Credit  Facility  was  for  a  term  of  three  years  through  June  27, 
1999,  and  was  secured  by  the  inventory,  equipment  and  substantially 
all  other  assets  of  the  Company,  excluding  leased  or  mortgaged  real 
estate  and  certain  personal  property  under  leases. 

The  Credit  Facility  required  the  Company  to  meet  certain  quarterly 
covenants,  including  a  fixed  charge  coverage  ratio.  Under  the  terms 
of  the  Credit  Facility,  the  Company  was  prohibited  from  paying  divi¬ 
dends  on  its  common  stock.  Interest  on  the  borrowings  was  payable 
based  on  multiple  rate  options.  Additionally,  the  Company  was 
required  to  pay  certain  unused  line  fees  and  letter  of  credit  fees. 

As  of  January  25,  1997,  the  Company  had  outstanding  borrow¬ 
ings  of  $106.0  million  and  letters  of  credit  of  $33.3  million,  leaving 
$12.9  million  unused  under  this  facility. 

Subsequent  to  year-end  1996,  the  Company  terminated  the  Credit 
Facility  with  BankAmerica  Business  Credit  and  entered  into  an 
agreement  with  BT  Commercial  Corporation  for  a  secured  revolving 
credit  facility  (the  "Revolving  Credit  Facility")  consisting  of  revolv¬ 
ing  credit  loans  and  letters  of  credit  of  up  to  $250  million  in  the 
aggregate,  with  a  sublimit  of  $125  million  for  letters  of  credit.  The 
Revolving  Credit  Facility  is  for  a  term  of  three  years,  and  is  secured 
by  the  inventory,  equipment  and  substantially  all  other  assets  of  the 
Company,  excluding  leased  or  mortgaged  real  estate  and  certain  per¬ 
sonal  property  under  leases.  The  Revolving  Credit  Facility  requires 
the  Company  to  meet  certain  quarterly  financial  covenants,  includ¬ 
ing  minimum  interest  coverage  and  accounts  payable  to  inventory 
ratios.  Under  the  terms  of  the  Revolving  Credit  Facility,  the  Company 
is  prohibited  from  paying  dividends  on  its  common  stock.  Interest 
on  the  borrowings  is  payable  based  on  multiple  rate  options. 
Additionally,  the  Company  is  required  to  pay  certain  unused  line  fees 
and  letter  of  credit  fees.  As  a  result  of  the  termination  of  its  previ¬ 
ous  Credit  Facility,  the  Company  will  record  an  extraordinary  charge 
of  approximately  $3.5  million,  before  taxes,  in  the  first  quarter  of 
1997.  The  charge  is  primarily  for  the  write-off  of  unamortized 
deferred  financing  costs  and  the  prepayment  penalties. 

The  ratio  of  total  debt  (including  the  present  value  of  operating 
leases)  to  total  capital  was  73%  at  year-end  1996,  compared  with 
66%  at  year-end  1995,  as  detailed  below: 


(millions) 

1996 

1995 

Debt: 

Short-term  borrowing 

$  106 

$  115 

Current  and  long-term  debt 

183 

172 

Present  value  of  operating  lease  payments 

256 

262 

Total  debt 

545 

$549 

Capitalization: 

Shareowners'  investment 

182 

241 

Total  debt 

545 

549 

Deferred  gain,  income  taxes  and  ITC 

23 

39 

Total  capitalization 

$750 

$829 

Total  debt  divided  by  total  capitalization 

73% 

66% 

Of  the  $125.7  million  of  cash  flows  provided  by  financing  activi¬ 
ties  in  1995  (see  Statement  of  Cash  Flows),  $115.0  million  is  from 
the  increase  in  outstanding  short-term  borrowings.  The  Company 
relied  on  short-term  debt  to  provide  additional  working  capital  in 
1995  because  of  the  reduced  net  sales  and  net  earnings  and  the 
reduction  in  the  accounts  payable  balance. 

Cash  flows  from  financing  activities  in  1995  includes  proceeds 
of  $25.0  million  from  the  sale/leaseback  of  ten  store  properties. 
Cash  flows  from  financing  activities  in  1996  includes  proceeds  of 
$15.0  million  from  the  sale/ lease  back  of  six  store  properties.  The 
proceeds  from  the  sale/ lease  back  transactions  were  used  to  meet 
working  capital  and  capital  expenditure  needs  associated  with  the 
Company's  Repositioning  and  for  other  corporate  purposes.  The 
sale/  lease  backs  were  accounted  for  as  financing  transactions  in 
accordance  with  Statement  of  Financial  Accounting  Standards  No. 
98.  "Accounting  for  Leases/'  because  of  the  be  low- market  rents. 

The  obligation  from  the  sate/ lease  back  transactions  is  included  in 
long-term  debt  and  current  maturities  of  long-term  debt. 

The  increase  in  long-term  debt  in  1996  over  1995  is  due  primar¬ 
ily  to  the  $15.0  million  obligation  from  the  1996  sale/ lease  back, 
net  of  other  regularly-scheduled  maturities  of  long-term  debt  and 
capital  leases. 

Proceeds  from  the  issuance  of  $56.0  million  of  medium-term  debt 
securities  accounted  for  most  of  the  Company's  cash  flow  from 
financing  activities  in  1994.  The  medium  term  notes  have  interest 
rates  ranging  from  8.77%  to  9.32%.  During  the  fourth  quarter  of 
1996,  (i)  Standard  &  Poor's  lowered  the  ratings  of  the  medium  term 
notes  and  6.75%  revenue  bonds  due  March  1,  2009  from  B  to  B-  and 
lowered  the  ratings  of  the  Company's  preferred  stock  from  B-  to  CCC+ 
and  (ii)  Moody's  Investor  Services  lowered  the  ratings  of  the  medium 
term  notes  from  B1  to  B3  and  lowered  the  ratings  on  the  Company's 
preferred  stock  from  b2  to  caa.  Debt  ratings  by  various  rating  agen¬ 
cies  reflect  the  agencies'  opinions  of  the  ability  of  the  issuers  to 
repay  debt  obligations  punctually.  Lower  ratings  generally  result  in 
higher  future  borrowing  costs.  At  the  end  of  1996,  the  Company  had 
$94.0  million  available  to  be  issued  under  the  1994  shelf  registration 
statement  filed  with  the  Securities  and  Exchange  Commission. 

The  net  book  value  of  property  collateralized  under  long-term 
debt  and  capital  lease  arrangements  has  increased  from  $113.9 
million  at  year-end  1995  to  $138.9  million  at  the  end  of  1996. 

The  increase  is  attributable  to  the  net  book  value  of  the  property 
included  in  the  sale/ lease  back  transaction  during  1996,  which  was 
accounted  for  as  a  financing  as  previously  discussed.  At  year-end 


1996,  the  Company  had  five  stores,  one  distribution  center,  one 
photo  studio  and  one  undeveloped  new  store  site  unencumbered. 
However,  these  properties  were  mortgaged  under  the  Revolving 
Credit  Facility  entered  into  subsequent  to  year-end  1996. 

Dividends  on  common  shares  were  $3.7  million  and  $10.0 
million  in  1995  and  1994,  respectively.  On  March  3 ,  1995,  the 
Company  announced  a  change  in  its  dividend  policy,  reducing  the 
quarterly  dividend  on  its  common  stock  from  $.145  to  $.07  for  the 
second  quarter  of  1995.  The  Company  later  announced  the  elimina¬ 
tion  of  the  common  stock  dividend,  commencing  with  the  third 
quarter  of  1995.  The  Company  is  prohibited  from  paying  a  dividend 
on  its  common  stock  during  the  remaining  term  of  the  Revolving 
Credit  Facility,  The  Company  paid  dividends  of  $2.5  million  in  1996, 
1995  and  1994  on  its  cumulative  convertible  preferred  stock. 

On  March  2,  1995,  the  Company's  Board  of  Directors  authorized 
the  repurchase  of  up  to  500,000  shares  of  the  Company's  common 
stock  and  300,000  depository  shares  representing  its  cumulative 
convertible  preferred  stock  in  the  open  market  or  through  privately 
negotiated  transactions.  No  shares  were  repurchased  during  1995 
or  1996,  and  the  Company  does  not  currently  anticipate  any  repur¬ 
chases  in  1997. 

With  the  elimination  of  the  common  stock  dividend,  moderate 
planned  capital  expenditures  in  1997,  and  ongoing  cost  control 
efforts,  the  Company  believes  that  working  capital  and  capital 
expenditure  requirements  for  1997  will  be  funded  through  a  combi¬ 
nation  of  cash  flows  from  operations  and  borrowings  under  its 
existing  Revolving  Credit  Facility.  Although  the  Company  believes 
its  liquidity  is  sufficient  to  meet  its  current  and  anticipated  needs 
for  1997,  if  providers  of  the  goods  and  services  to  the  Company 
materially  tighten  credit  terms,  vendors  stop  shipping  goods,  the 
Company's  sales  are  significantly  below  plan,  customers  do  not 
accept  the  Repositioning  strategy,  or  other  unanticipated  material 
negative  events  occur,  the  Company  may  need  to  consider  alterna¬ 
tive  sources  of  funding. 

Forward  Looking  Statements 

Certain  matters  discussed  above,  such  as  the  Company's  expecta¬ 
tions  with  respect  to  1997  sales,  the  amounts  of  future  capital 
expenditures,  and  the  sources  and  adequacy  of  funds  for  future 
working  capital  and  capital  expenditure  requirements,  constitute 
"forward  looking"  statements  and  as  such  are  based  on  assumptions 
and  estimates.  Actual  results  may  differ  materially  from  those  in  the 
forward  looking  statements.  Factors  that  could  cause  actual  results 
to  differ  materially  from  the  forward  looking  statements  include,  but 
are  not  limited  to;  (i)  economic  and  weather  conditions  in  the 
regions  in  which  the  Company's  stores  are  located  and  their  effect 
on  the  buying  patterns  of  the  Company's  customers,  (ii)  consumer 
spending  and  debt  levels,  (iii)  the  level  of  support  provided  by  the 
Company's  numerous  providers  of  goods  and  services,  (iv)  inventory 
imbalances  caused  by  fluctuations  in  consumer  demand,  (v)  compe¬ 
tition,  including  specifically  price  competition,  (vi)  cost  and  avail¬ 
ability  of  capital  and  (vii)  the  success  of  the  Company's 
Repositioning  strategy. 
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statement  of  earnings 

(dollars  in  thousands ,  except  per  share) 


Fiscal  Year  Ended 

January  25,  1997 

January  27,  1996 

January  28,  1995 

Net  sales 

$  1,485,759 

$  1,928,808 

$ 

2,017,283 

Cost  and  expenses: 

Cost  of  merchandise  sold 

Selling,  general,  administrative 

1,165,325 

1,478,946 

1,525,691 

and  other  expenses 

Net  interest  expense: 

387,173 

465,377 

434,598 

Interest  expense 

28,724 

18,394 

11,309 

Interest  income 

(1,148) 

(2,168) 

(1,395) 

Net  interest  expense 

27,576 

16,226 

9,914 

Earnings  (loss)  before  income  taxes 

(94,315) 

(31,741) 

47,080 

Provision  (benefit)  for  income  taxes 

(35,837) 

(11,886) 

18,367 

NET  EARNINGS  (LOSS) 

(58,478) 

(19,855) 

28,713 

Dividends  on  preferred  stock 

2,500 

2,500 

2,500 

NET  EARNINGS  (LOSS)  AVAILABLE 

TO  COMMON  SHAREOWNERS 

$  (60,978) 

$  (22,355) 

$ 

26,213 

NET  EARNINGS  (LOSS)  PER  COMMON  SHARE 

$  (3,38) 

$  (1.29) 

$ 

1.53 

AVERAGE  COMMON  SHARES  OUTSTANDING 
(IN  THOUSANDS) 

18,025 

17,308 

17,181 

See  accompanying  Notes  to  Financial  Statements 


balance  sheet 

(dollars  In  thousands,  except  par  value) 


January  25,  1997 

January  27,  1  996 

ASSETS 

Current  assets: 

Cash  and  cash  equivalents 

$ 

10,178 

$ 

57,465 

Accounts  receivable,  net 

14,013 

14,290 

Merchandise  inventories 

274,393 

303,200 

Other  current  assets 

19,354 

21,409 

Total  current  assets 

317,938 

396,364 

Property  and  equipment,  at  cost: 

Land 

56,254 

63,380 

Buildings  and  improvements 

253,718 

260,559 

Furniture,  fixtures  and  equipment 

201,916 

186,824 

Property  under  capital  leases 

21,000 

21,000 

532,888 

531,763 

Accumulated  depreciation  and  amortization 

(168,977) 

(145,212) 

Net  property  and  equipment 

363,911 

386,551 

Other  assets,  net 

5,811 

5,228 

Total  assets 

$ 

687,660 

$ 

788,143 

LIABILITIES  AND  SHAREOWNERS'  INVESTMENT 

Current  liabilities: 

Current  maturities  of  long-term  debt 

$ 

4,371 

$ 

3,905 

Short-term  debt 

105,979 

115,000 

Accounts  payable 

124,118 

132,806 

Accrued  expenses 

65,282 

84,036 

Total  current  liabilities 

299,750 

335,747 

Long-term  debt 

179,059 

168,529 

Other  liabilities 

3,838 

3,915 

Deferred  income  taxes 

4,012 

18,440 

Deferred  investment  tax  credits 

— 

56 

Deferred  gain  on  sale/leaseback 

19,070 

20,507 

Shareowners'  investment: 

Common  stock,  par  value  $1.00;  50,000,000  shares  authorized, 

18,286,224  and  17,345,557  outstanding  for  1996  and  1995,  respectively 

18,286 

17,346 

Preferred  stock,  par  value  $1.00;  2,500,000  shares  authorized, 

76,930  outstanding  for  1996  and  1995 

77 

77 

Contributed  capital 

95,388 

90,345 

Retained  earnings 

72,203 

133,181 

Deferred  Compensation 

(4,023) 

— 

Total  shareowners'  investment 

181,931 

240,949 

Total  liabilities  and  shareowners'  investment 

687,660 

$ 

788,143 

See  accompanying  Notes  to  Financial  Statements 
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statement  of  shareowners’  investment 

(dollars  in  thousands ,  except  per  share) 


Total 

Common  Stock 

Preferred  Stock 

Contributed 

Retained 

Deferred 

Shareowners' 

Shares 

Dollars 

Shares 

Dollars 

Capital 

Earnings 

Compensation 

Investment 

BALANCE  AT 

JANUARY  29,  1994 

17,083,347 

$17,083 

76,930 

$  77 

$  87,174 

$  143,021 

_ 

$  247,355 

Net  earnings 
Contribution  to 

— 

— 

— 

— 

28,713 

— 

28,713 

profit  sharing  plan 
Dividends: 

41,594 

42 

— 

- - 

874 

— 

— - 

916 

Common  stock 
($0.58  per  share) 
Preferred  stock 

— 

— 

— 

— 

— 

(9,982) 

— 

(9,982) 

($32.50  per  share) 

— 

— 

— 

— 

(2,500) 

— 

(2,500) 

Exercise  of  stock  options  67,695 

68 

— 

— 

524 

— 

— 

592 

Distribution  of 

spin-off  incentives 

52,429 

52 

— 

— 

933 

— 

— 

985 

Other 

12,467 

13 

— 

— 

247 

— 

— 

260 

BALANCE  AT 

JANUARY  28,  1995 

17,257,532 

$17,258 

76,930 

$  77 

$  89,752 

$  159,252 

_ 

$  266,339 

Net  loss 

Dividends: 

— 

— 

— 

— 

— 

(19,855) 

— 

(19,855) 

Common  stock 
($0,215  per  share) 
Preferred  stock 

— 

— 

— 

— 

— 

(3,716) 

— 

(3,716) 

($32.50  per  share) 

— 

— 

— 

— 

— 

(2,500) 

— 

(2,500) 

Exercise  of  stock  options  9,438 

9 

— 

— 

82 

— 

91 

Other 

78,587 

79 

— 

— 

511 

— 

— 

590 

BALANCE  AT 

JANUARY  27,  1996 

17,345,557 

$17,346 

76,930 

$  77 

$  90,345 

$  133,181 

_  . 

$  240,949 

Net  loss 

Contribution  to  profit 

— 

— 

— 

— 

— 

(58,478) 

— 

(58,478) 

sharing  plan 
Dividends: 

199,985 

200 

— 

760 

— 

— 

960 

Preferred  stock 
($32.50  per  share) 

_ 

_ _ , 

_ _ , 

(2,500) 

_ 

(2,500) 

Restricted  stock  granted 

to  employees 
(net  of  forfeitures) 

755,014 

755 

_ 

_ 

4,239 

_ 

$  (5,446) 

(452) 

Earned  Compensation 

— 

— 

— 

— 

— 

— 

1,423 

1,423 

Other 

(14,332) 

(15) 

— 

— 

44 

— 

— 

29 

BALANCE  AT 

JANUARY  25,  1997 

18,286,224 

$18,286 

76,930 

$  77 

$  95,388 

$  72,203 

$  (4,023) 

$  181,931 

Outstanding  common  shares  are  net  of  shares  held  in  treasury.  Treasury  share  activity  for  the  last  three  years  is  summarized  below: 

1996 

1995 

1994 

Balance,  beginning  of  year 

— 

— 

30,134 

Shares  acquired 

Shares  distributed: 

34,115 

Spin-off  incentives 

— 

— 

(30,134) 

BALANCE,  END  OF  YEAR 

34,115 

— 

— 

See  accompanying  Notes  to  Financial  Statements 


statement  of  cash  flows 

(dollars  in  thousands ,  except  per  share) 


January  25,  1997 

Fiscal  Year  Ended 

January  27,  1996 

January  28,  1995 

OPERATING  ACTIVITIES: 

Net  earnings  (loss) 

$ 

(58,478) 

$ 

(19,855) 

$ 

28,713 

Expenses  not  requiring  the  outlay  of  cash; 

Depreciation  and  amortization 

32,512 

31,165 

27,771 

Deferred  income  tax  and  ITC 

(14,484) 

(1,006) 

4,741 

Other 

2,099 

5,593 

845 

Working  capital  and  other 

5,801 

(97,467) 

6/328 

(32,550) 

(81,570) 

68,398 

INVESTING  ACTIVITIES: 

Capital  expenditures 

(18,797) 

(61,300) 

(83,332) 

Proceeds  from  sale  of  assets 

6,229 

— 

— 

Other 

776 

1,254 

473 

(11,792) 

(60,046) 

(82,859) 

FINANCING  ACTIVITIES  (see  note  below): 

Short-term  borrowings  (payments) 

(9,021) 

115,000 

— 

Proceeds  from  sale/leaseback 

15,000 

25,000 

— 

Additions  to  long-term  debt 

— 

— 

56,000 

Repayments  of  long-term  debt 

(4,004) 

(8,347) 

(3,438) 

Financing  costs 

(2,314) 

(411) 

(824) 

Dividends 

(2,500) 

(6,216) 

(12,482) 

Proceeds  from  stock  options 

and  spin-off  incentives 

— 

681 

1/837 

Other 

(106) 

— 

— 

(2,945) 

125,707 

41,093 

Change  in  cash  and  cash  equivalents 

(47,287) 

(15,909) 

26,632 

Cash  and  cash  equivalents,  beginning  of  year 

57,465 

73,374 

46,742 

Cash  and  cash  equivalents,  end  of  year 

$ 

10,178 

$ 

57,465 

$ 

73,374 

WORKING  CAPITAL  AND  OTHER  CHANGES: 

Accounts  receivable,  net 

$ 

277 

$ 

(2,987) 

$ 

(2,912) 

Merchandise  inventories 

28,807 

8,827 

(28,905) 

Other  current  assets 

2,055 

(6,988) 

1,412 

Accounts  payable 

(8,687) 

(96,017) 

33,389 

Accrued  expenses 

(16,531) 

11,139 

9,750 

Income  taxes  payable 

— 

(11,057) 

(5,133) 

Total  working  capital  change 

5,921 

(97,083) 

7,601 

Other 

(120) 

(384) 

(1,273) 

Total  working  capital  and  other 

$ 

5,801 

$ 

(97,467) 

$ 

6,328 

Cash  paid  (received)  during  the  year: 

Interest 

$ 

27,667 

$ 

18,803 

$ 

11,450 

Income  taxes 

(26,322) 

9,248 

17,047 

Non-cash  financing  activities  during  1996  and  1994  included  contributions  by  the  Company  of  its  common  stock  to  the  Venture  Profit  Sharing  Plan,  which 
represented  the  199 5  and  1993  Company  contributions,  respectively  The  1995  contribution  consisted  of  199,985  shares  of  common  stock  with  an  average 
market  price  of  $4.80  per  share.  The  1993  contribution  consisted  of  41,594  shares  of  common  stock  with  an  average  market  price  of  $22.02  per  share. 
During  1996,  the  Company  granted  862,514  shares  of  restricted  stock  with  a  weighted  average  fair  value  of  $7  per  share.  $1,423  was  charged  to  expense  in 
1996  related  to  restricted  stock. 


See  accompanying  Notes  to  Financial  Statements 
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notes  to  financial  statements 

(dollars  in  thousands ,  except  per  share) 


1  Description  of  Business  and  Summary 

of  Significant  Accounting  Policies 

Description  of  Business  Venture  Stores,  Inc.  (the  "Company"), 
was  incorporated  in  Delaware  in  1969  as  a  wholly  owned  name¬ 
holding  subsidiary  of  The  May  Department  Stores  Company  ("May"). 
The  Venture  discount  retail  store  business  operated  as  a  division  of 
May  from  its  inception  in  1970,  In  the  fall  of  1989,  in  anticipation 
of  its  divestiture  of  the  Venture  discount  retail  store  business.  May 
transferred  the  assets  and  liabilities  of  the  business  to  the 
Company.  On  October  11,  1989,  May  announced  its  intent  to  dis¬ 
tribute  the  Company's  outstanding  shares  of  common  stock  to  May's 
common  shareowners  (the  "spin-off').  May  completed  the  spin-off 
of  the  Company  on  November  3, 1990. 

The  Company  operates  family  value  stores  focusing  on  quality 
home,  family  and  leisure  merchandise  located  in  nine  Midwestern 
and  Southwestern  states. 

Use  of  Estimates  The  preparation  of  financial  statements  in 
conformity  with  generally  accepted  accounting  principles  requires 
management  to  make  estimates  and  assumptions  that  affect  the 
reported  amounts  of  assets  and  liabilities  and  disclosure  of  contin¬ 
gent  assets  and  liabilities  at  the  date  of  the  financial  statements 
and  the  reported  amounts  of  revenues  and  expenses  during  the 
reporting  period.  Actual  results  could  differ  from  those  estimates. 

Fiscal  Year  The  Company's  fiscal  year  ends  on  the  last  Saturday 
in  January.  Fiscal  years  1996,  1995  and  1994  ended  on  January  25, 
1997,  January  27,  1996,  and  January  28,  1995,  respectively.  Each 
of  these  fiscal  years  included  52  weeks.  References  to  years  relate 
to  fiscal  years  rather  than  calendar  years. 

Cash  and  Cash  Equivalents  The  Company  considers  all  highly 
liquid  investments  with  an  original  maturity  of  three  months  or  less 
when  purchased  to  be  cash  equivalents.  The  carrying  amount  of 
cash  and  cash  equivalents  approximates  its  fair  value  at  January 
25,  1997,  and  January  27,  1996,  because  of  the  short  maturity  of 
these  instruments. 

Merchandise  Inventories  Merchandise  inventories  are  valued 
at  the  lower  of  cost  or  market  as  determined  primarily  by  the  retail 
inventory  method  and  are  stated  on  the  LIFO  (last~in,  first-out)  cost 
basis.  The  accumulated  LIFO  reserves  were  $20,207  and  $16,855  as 
of  January  25,  1997,  and  January  27,  1996,  respectively. 

Property  and  Equipment  Property  and  equipment  are  recorded 
at  cost  and  include  expenditures  for  new  facilities  and  expenditures 
that  substantially  increase  the  useful  lives  of  existing  facilities. 

Depreciation  is  provided  on  a  straight-line  basis  over  the  esti¬ 
mated  useful  lives  of  the  assets.  Property  under  capital  leases  and 
leasehold  improvements  are  depreciated  over  the  shorter  of  their 
economic  lives  or  the  related  lease  terms. 


Interest  expense  related  to  the  construction  of  property  and 
equipment  is  capitalized  so  that  net  interest  expense  will  properly 
reflect  that  portion  related  to  current  operations.  The  capitalized 
interest  is  included  as  part  of  the  cost  of  the  related  asset  and  is 
amortized  over  its  estimated  useful  life.  Capitalized  interest  costs 
were  $143,  $1,020  and  $1,790  in  1996,  1995  and  1994,  respectively. 

Deferred  Gain  on  Saie/Leaseback  The  gain  on  sale/leaseback 
resulted  from  the  Company's  selling  and  subsequently  leasing  back 
29  of  its  stores  and  two  distribution  center  facilities  in  1990  and  is 
being  amortized  on  a  straight-line  basis  over  the  life  of  the  lease. 

Net  Sales  Net  sales  include  sales  of  merchandise,  services  and 
certain  leased  departments.  Sales  are  net  of  returns  and  exclude 
sales  tax.  Leased  department  sales  were  $1,364,  $2,810  and  $3,969 
in  1996,  1995  and  1994,  respectively. 

Cost  and  Expenses  Selling,  general,  administrative  and  other 
expenses  include,  among  other  items,  buying,  store  occupancy  and 
warehousing  costs. 

Pre opening  Expenses  Expenses  associated  with  the  opening  of 
new  stores  are  expensed  during  the  year  they  are  incurred. 

Advertising  Advertising  costs  are  expensed  at  the  time  the 
advertising  takes  place. 

Income  Taxes  Income  taxes  are  accounted  for  using  the 
liability  method  prescribed  by  Statement  of  Financial  Accounting 
Standards  (SFAS)  No.  109,  "Accounting  for  Income  Taxes."  The 
liability  method  accounts  for  deferred  income  taxes  by  applying 
statutory  tax  rates  in  effect  at  the  date  of  the  balance  sheet  to 
differences  between  the  book  and  tax  basis  of  assets  and  liabilities. 
Adjustments  to  deferred  taxes  resulting  from  statutory  rate 
changes  flow  through  the  tax  provision  in  the  year  of  the  change. 
Investment  Tax  Credits  (ITC)  had  been  deferred  and  were 
amortized  over  the  depreciable  life  of  the  property. 

Stock-Based  Compensation  The  Company  measures  compensa¬ 
tion  expense  for  its  stock-based  employee  compensation  plans 
using  the  intrinsic  value  method  prescribed  by  APB  Opinion  No.  25, 
"Accounting  for  Stock  Issued  to  Employees."  This  method  measures 
compensation  costs  as  the  excess,  if  any,  of  the  stock's  market 
value  at  the  time  of  grant  over  the  amount  the  employee  is 
required  to  pay. 

Net  Earnings  (Loss)  per  Common  Share  Net  earnings  (loss) 
per  common  share  are  computed  by  dividing  net  earnings  (loss), 
after  deducting  preferred  dividend  requirements,  by  the  weighted 
average  number  of  common  shares  outstanding.  There  was  no  mate¬ 
rial  effect  on  net  earnings  (loss)  per  common  share  due  to  common 
stock  equivalents  during  the  years  presented. 

Reclassifications  Certain  reclassifications  have  been  made  to 
the  prior  years'  financial  statements  to  conform  to  the  current  year 
presentation. 
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Repositioning'  Program  and 
Other  Nonrecurring  Items 


During  1995,  the  Company  announced  plans  to  transform 
Venture  from  a  discount  general  merchandise  chain  to  a  value- 
oriented  family  store,  the  "Repositioning"  The  Repositioning  is 
designed  to  improve  gross  margin.  Phase  one  of  the  Repositioning, 
which  was  completed  in  early  March  of  1996,  resulted  in  the  recon¬ 
figuration  of  the  store  interiors  and  the  expansion  of  various  mer¬ 
chandise  assortments  in  order  for  the  Company  to  become  a  more 
dominant  retailer  in  the  home,  family  apparel  and  leisure  merchan¬ 
dise  categories.  The  reconfiguration  provides  for  destination  shops 
showcasing  category-dominant  lines  with  additional  floor  space, 
distinctive  fixtures,  graphics,  and  displays.  In  this  process,  the 
Company  downsized  or  eliminated  certain  merchandise  categories 
with  historically  lower  than  average  margins  and  replaced  this  with 
merchandise  categories  with  higher  initial  mark-ups. 

The  Company  continued  to  adjust  its  family  value  store  concept 
and  merchandise  mix  in  1996  with  phase  two  of  the  Repositioning, 
which  was  completed  in  October  1996.  Phase  two  included  expand¬ 
ing  the  gift  department,  further  expansion  of  new  fixturing  in 
domestics,  introduction  of  a  bath  and  body  shop,  expansion  of  the 
luggage  department,  debut  of  a  women's  coordinates  fashion  line 
and  introduction  of  convenience  automotive  accessories.  Phase 
three  of  the  Repositioning,  which  is  being  rolled  out  in  1997, 
includes  opening  or  expanding  14  more  departments,  expansion  of 
opening  price  point  items  and  the  intensification  of  the  everyday 
low  pricing  strategy.  The  Company  intends  to  continue  to  evaluate 
its  merchandise  assortments  throughout  1997. 

The  success  of  the  Company's  Repositioning  and  its  effect  on 
future  operations  is  dependent  upon  numerous  factors  including 
customer  acceptance  of  the  new  store  format  and  merchandising 
strategy,  the  level  of  support  provided  by  the  Company's  numerous 
providers  of  goods  and  services,  cost  and  availability  of  capital,  and 
competition,  including  specifically  price  competition. 

The  Company's  1996,  1995  and  1994  net  earnings  were  adversely 
affected  by  nonrecurring  charges,  which  are  included  in  cost  of  goods 
sold  and  in  selling,  general,  administrative  and  other  expenses, 

1996  net  earnings  included  nonrecurring  pre-tax  charges  of 
$50,040,  or  $1.72  per  share.  Included  in  these  charges,  which  were 
recorded  in  the  fourth  quarter,  is  approximately  $42,820  for  addi¬ 
tional  markdown s,  advertising  and  other  costs  incurred  to  liquidate 
excess  inventory  and  adjust  merchandise  assortments  for  the 
implementation  of  phase  three  of  the  Repositioning.  Nonrecurring 
charges  in  1996  also  included  approximately  $6,100  associated 
with  three  stores  that  the  Company  has  determined  will  not  reopen, 
$615  for  severance  costs  for  the  elimination  of  67  positions  at 
year-end  1996  as  a  corporate  overhead  reduction  initiative,  and 
approximately  $505  related  to  other  costs. 

1995  net  earnings  included  nonrecurring  pre-tax  charges  of 
$45,692,  or  $1.65  per  share.  The  total  cost  of  phase  one  of  the 
Repositioning  was  approximately  $42,400,  of  which  approximately 


$26,000  consisted  of  property  and  equipment  that  was  capitalized 
and  approximately  $16,400  of  nonrecurring  expense  which  is  includ¬ 
ed  in  the  Company's  results  of  operations  for  the  fiscal  year  ended 
January  27,  1996. 

The  first  quarter  of  1995  also  included  $3,600  of  nonrecurring 
charges  to  complete  the  image  builder  program,  which  began  in 
the  fourth  quarter  of  1994.  This  program  was  designed  to  materially 
broaden  the  assortments  of  certain  key  merchandise  categories 
within  housewares  and  domestics,  while  de-emphasizing  and  reduc¬ 
ing  merchandise  assortments  in  less  productive  categories,  includ¬ 
ing  automotive  and  hardware. 

In  addition  to  refocusing  its  merchandising  strategy,  during 

1995  the  Company  took  other  actions  to  improve  profitability.  First 
the  Company  reduced  its  workforce  by  approximately  950  positions 
in  the  second  quarter  of  1995.  In  the  first  quarter  of  1996,  the 
Company  announced  an  additional  realignment  of  its  store  organi¬ 
zation,  which  included  the  elimination  of  390  positions.  Included 
in  the  nonrecurring  charges  in  1995  is  approximately  $6,900  related 
to  the  reduction  in  the  workforce  during  1995  and  the  first  quarter 
of  1996.  Second,  the  Company  closed  three  unprofitable  stores.  As 

a  result  of  these  store  closings,  the  Company  recorded  reserves  of 
approximately  $8,600,  which  is  included  in  nonrecurring  charges 
in  1995.  Third,  prior  to  year  end  1995,  the  Company  announced  it 
would  close  ten  stores  in  various  markets  in  the  first  quarter  of 

1996,  Of  these  ten  stores,  seven  were  reopened  during  1996, 
Nonrecurring  charges  in  1995  included  approximately  $4,100  related 
to  the  closing  of  these  locations.  Nonrecurring  charges  in  1995  also 
included  approximately  $2,000  for  costs  associated  with  cancelled 

1996  store  openings,  $1,600  related  to  financing  activities  and 
$2,500  for  other  actions  taken  by  management  during  the  year. 

During  1995,  the  Company  recorded  pre-tax  benefits  of  $4,000, 
or  $0.14  per  share,  related  to  real  estate  transactions,  primarily  the 
reversal  of  recorded  reserves  on  a  closed  store  due  to  the  property 
being  subleased,  and  $3,800,  or  $0.14  per  share,  on  the  curtailment 
of  the  Company's  defined  benefit  pension  plan  as  discussed  in  Note 
11.  These  gains  are  included  in  selling,  general  administrative  and 
other  expenses. 

1994  net  earnings  included  a  $2,586  pre-tax  charge,  or  $0.09  per 
share,  related  to  the  cost  of  asbestos  abatement  in  one  store  and  a 
$3,000  pre-tax  charge,  or  $0.11  per  share,  related  to  the  image  builder 
program, 

3  i Environmental  Costs 

In  October  1989,  the  Company  recorded  a  pre-tax  charge 
of  $7,700  for  spin-off  related  environmental  testing  and  cleanup 
costs  associated  with  property  that  was  subject  to  sale/leaseback  or 
mortgage  financing. 

The  reserves  for  environmental  costs  were  $2,774  at  January  25, 

1997,  and  $3,042  at  January  27,  1996,  including  $2,374  and 
$2,342,  respectively,  classified  as  other  long-term  liabilities  on  the 
balance  sheet. 
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4  | Relationship  with  May 

Until  the  end  of  January  1995,  the  Company  had  an  agreement 
with  May's  Famous-Barr  department  store  company  whereby 
Famous-Barr  credit  cards  were  accepted  as  third-party  credit  cards 
at  the  Company's  stores.  This  agreement  was  subject  to  a  prescribed 
reduction  in  the  Company's  use  of  the  Famous-Barr  credit  card  on  a 
store-by- store  basis  that  began  in  October  1993.  Total  sales  on 
Famous-Barr  credit  cards  were  $48,384  for  1994,  and  were  7.5%  of 
total  third-party  credit  sales  for  that  year.  The  related  accounts 
receivable  were  owned  and  serviced  by  Famous-Barr,  and  the 
Company  had  no  exposure  for  uncollected  accounts. 

5  ! Taxes 

The  provision  (benefit)  for  income  taxes  for  the  last  three  years 
were: 

-  -----  -  -  -  ~1996  ~  ”  1 995  "  1994 

Current: 

Federal  $  (25,031)  $  (9,812)  $  10,287 

State  and  local _ 27_ _ (2,153) _ 1,909 

Taxes  currently  payable  (receivable)  (25,004)  (11,965)  12,196 


Deferred: 

Federal 

State  and  local _ 

Deferred  taxes 
Amortization  of  ITC 
Total  provision  (benefit) 
for  income  taxes 


(8,438)  275  5,570 

(2,339) _ 58 _ 1,057 

(10,777)  333  6,627 

(56) _ (254} _ (456) 

$  (35,837)  $  (11,886)  $  18,367 


The  differences  between  the  statutory  federal  income  tax  rates 
and  the  effective  income  tax  rates  for  the  last  three  years  were: 

"  ~  ~  7  _  "  1996~  1995  19^4 

Statutory  federal  income  tax  rate  35.0%  35.0%  35.0°/ 

State  and  local  income  taxes, 

net  of  federal  tax  benefit  3.3  4.3  4.1 

Other,  net  (0.4)  (2.7)  0.9 

Deferred  ITC  amortization _ A _ OJJ _ (1.0) 

Effective  income  tax  rate _ 38.0% _ 37.4% _ 39.0°/ 

The  provisions  for  deferred  income  taxes  consisted  of: 

1996  1995  1^94 

Spin-off  incentives  and 


environmental  costs 

$  105 

$  513 

$  390 

Accrued  liabilities 

4,693 

(5,992) 

(949) 

Inventory 

(1,254) 

1,491 

2,098 

Gain  on  sale/leaseback 

603 

582 

754 

Depredation 

2,927 

3,452 

5,815 

NOL  Carryforward 

(12,348) 

— 

— 

AMT  Credit  Carryforward 

(3,257) 

— 

— 

Other,  net 

(2,246) 

287 

(1,481) 

Total 

$  (10,777) 

$  333 

$  6,627 

Deferred  tax  assets  were: 
Current 

Noncurrent _ 

Deferred  tax  assets 


January  25,1997 
$  11,007 

_ 35,481 

$  46,488 


Deferred  tax  liabilities  were: 


Current 

Non  current _ _ 

Deferred  tax  liabilities 


January  25,1997 
$  15,969 

39,493 _ 

$  55,462 


The  significant  deferred  tax  assets  were: 

January  25, 1997 


January  27,1996 

$  12,882 

_ 19,580 _ 

$  32,462 


January  27,1996 
$  14,390 

_ 38,020 

$  52,410 


January  27,1996 


Merchandise  inventories 

$  1,391 

$ 

1,639 

Property  and  equipment 

4,775 

1,637 

Accrued  liabilities 

12,746 

16,150 

Deferred  gain  on  sale/leaseback 

8,007 

8,722 

NOL  Carryforward 

12,348 

— 

AMT  Credit  Carryforward 

3,257 

— 

Other 

3,964 

4,314 

Deferred  tax  assets 

$  46,488 

$ 

32,462 

The  significant  deferred  tax  liabilities  were: 

January  25,1997 

January  27,1996 

Merchandise  inventories 

$  12,153 

$ 

13,443 

Property  and  equipment 

38,409 

35,959 

Accrued  liabilities 

3,366 

80 

Other 

1,534 

2,928 

Deferred  tax  liabilities 

$  55,462 

$ 

52,410 

Taxes  other  than  income  taxes  consisted  of: 


Payroll 

Real  estate  and  personal  property 
Total 


1996 

$  14,444 

23,753 
$  38,197 


1995 

$  19,673 

21,889 
$  41,562 


1994 

$  19,003 

19,134 
$  38,137 


As  of  January  25,  1997,  the  Company  had  a  net  operating  loss 
carryforward  of  $31,660  which  expires  in  the  year  2012  and  an 
alternative  minimum  tax  credit  carryforward  of  $3,257  which  is 
available  to  reduce  future  federal  regular  income  taxes  over  an 
indefinite  period. 

In  connection  with  the  spin-off,  the  Company  and  May  entered 
into  a  Tax  Sharing  Agreement  to  provide  for  the  payment  of  taxes 
and  for  the  entitlement  to  tax  refunds  for  periods  ending  on  and 
prior  to  the  spin-off  date,  and  to  provide  for  various  related  mat¬ 
ters.  The  Company  and  May  each  agreed  to  indemnify  the  other 
party  in  specified  circumstances,  including  the  possible  occurrence 
of  certain  events  after  the  spin-off  that  might  make  the  spin-off  a 
taxable  transaction. 


6  Accrued  Expenses 


The  major  components  of  accrued  expenses  were: 


January  25, 1997 

January  27, 1996 

Real  estate  and 

personal  property  taxes 
Insurance  reserves 

$ 

19,489 

12,974 

$ 

19,399 

16,018 

Closed  store  reserves 

6,518 

7,619 

Construction  in  progress 

4,869 

19,041 

Payroll  and  benefits 

6,009 

8,413 

Reserve  for 

environmental  costs 

400 

700 

Current  deferred 
income  taxes 

4,962 

1,508 

Other 

10,061 

11,338 

Total 

$ 

65,282 

$ 

84,036 

7  I  Notes  Payable 

On  June  23,  1996  the  Company  terminated  its  Credit  Agreement 
with  The  First  National  Bank  of  Chicago,  as  agent,  and  a  syndicate 
of  banks  and  entered  into  an  agreement  with  BankAmerica  Business 
Credit,  Inc.,  as  agent,  and  a  syndicate  of  financial  institutions  for  a 
secured  revolving  credit  facility  (the  "Credit  Facility")  consisting  of 
revolving  credit  loans  and  letters  of  credit  of  up  to  $225,000  in  the 
aggregate  with  a  sublimit  of  $125,000  for  letters  of  credit.  The 
Credit  Facility  was  for  a  term  of  three  years  through  June  27,  1999, 
and  was  secured  by  the  inventory,  equipment  and  substantially  all 
other  assets  of  the  Company,  excluding  leased  or  mortgaged  real 
estate  and  certain  personal  property  under  leases. 

The  Credit  Facility  required  the  Company  to  meet  certain  quarterly 
covenants,  including  a  fixed  charge  coverage  ratio.  Under  the  terms 
of  the  Credit  Facility,  the  Company  was  prohibited  from  paying 
dividends  on  its  common  stock.  Interest  on  the  borrowings  was 
payable  based  on  multiple  rate  options.  Additionally,  the  Company 
was  required  to  pay  certain  unused  line  fees  and  letter  of  credit  fees. 

Subsequent  to  year-end  1996,  the  Company  terminated  the 
Credit  Facility  with  BankAmerica  Business  Credit  and  entered  into 
an  agreement  with  BT  Commercial  Corporation  for  a  secured  revolv¬ 
ing  credit  facility  (the  "Revolving  Credit  Facility")  consisting  of 
revolving  credit  loans  and  letters  of  credit  of  up  to  $250,000  in  the 
aggregate,  with  a  sub  limit  of  $125,000  for  letters  of  credit.  The 
Revolving  Credit  Facility  is  for  a  term  of  three  years,  and  is  secured 
by  the  inventory,  equipment  and  substantially  all  other  assets  of 
the  Company,  excluding  leased  or  mortgaged  real  estate  and  certain 
personal  property  under  leases.  The  Revolving  Credit  Facility 
requires  the  Company  to  meet  certain  quarterly  financial  covenants, 
including  minimum  interest  coverage  and  accounts  payable  to 
inventory  ratios.  Under  the  terms  of  the  Revolving  Credit  Facility, 
the  Company  is  prohibited  from  paying  dividends  on  its  common 
stock.  Interest  on  the  borrowings  is  payable  based  on  multiple  rate 
options.  Additionally,  the  Company  is  required  to  pay  certain 


unused  line  fees  and  letter  of  credit  fees.  As  a  result  of  the  termi¬ 
nation  of  its  previous  Credit  Facility,  the  Company  will  record  an 
extraordinary  charge  of  approximately  $3,500,  before  taxes,  in  the 
first  quarter  of  1997.  The  charge  is  primarily  for  the  write-off  of 
unamortized  deferred  financing  costs  and  the  prepayment  penalties. 

During  1995,  the  Company  entered  into  a  Revolving  Letter  of 
Credit  Agreement,  which  expired  February  28,  1996,  in  the  amount 
of  $25,000. 


Short-term  borrowings  for  the  last  three  years  were: 


1996 

1995 

1994 

Short-term  borrowings  at  year-end 

$105,979 

$115,000 

— 

Weighted  average  interest  rate 
on  short-term  borrowings  at 

year-end 

7.82% 

6.79% 

— 

Outstanding  letters  of  credit 

$  33,318 

$  56,712 

$  44,200 

Average  short-term  borrowings 

$115,176 

$  71,305 

$  37,612 

Average  interest  rate  on 

average  balance 

7.34  % 

7.02% 

5.47% 

Maximum  balance  outstanding 

$195,431 

$137,169 

$  88,200 

Unused  credit  facilities  were  $12,910  and  $28,288  at 
January  25,  1997,  and  January  27,  1996,  respectively. 

8  (Long-Term  Debt 


Long-term  debt  and  capital  lease  obligations  were: 


January  25, 1997  January  27, 1996 


10.19%  to  11.87% 

mortgage  notes  due  2000  $ 

65,822 

$  67,053 

8.77%  to  9.32%  medium 
term  notes  due  1998-2004 

56,000 

56,000 

Industrial  revenue  bonds  due  2006* 

9,400 

9,400 

6.75%  revenue  bonds  due  2009 

4,910 

4,910 

Obligations  from  sale/leaseback 
transactions 

39,734 

24,999 

Capital  lease  obligations 

7,564 

10,072 

183,430 

172,434 

Less  current  maturities 

(-4,371) 

(3,905) 

Total  long-term  debt  $ 

179,059 

$  168,529 

*  This  is  a  variable-rate  instrument  with  interest  payable  monthly.  The  interest  rate  is 
adjusted  weekly;  it  was  3.45%  and  3.15%  per  annum  as  of  January  25,  1997,  and 
January  27,  1996,  respectively. 


During  1994,  the  Company  filed  a  shelf  registration  statement 
with  the  Securities  and  Exchange  Commission  with  respect  to  the 
offering  from  time  to  time  of  up  to  $150,000  of  the  Company's 
medium  term  notes  or  other  debt  or  equity  securities. 

During  1995,  the  Company  entered  into  a  sale/leaseback  trans¬ 
action  for  $25,000  involving  ten  store  properties.  During  1996,  the 
Company  entered  into  a  sale/leaseback  transaction  for  $15,000 
involving  six  store  properties.  Both  of  these  transactions  were 
accounted  for  as  financings  in  accordance  with  Statement  of 
Financial  Standards  No.  98,  "Accounting  for  Leases,"  and  the 
related  obligations  are  included  in  long-term  debt  and  current 
maturities  of  long-term  debt.  The  obligations  are  being  amortized 
over  the  lease  terms. 


I 
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The  total  annual  maturities  of  long-term  debt  and  capital  leases 
are  $4,371,  $8,388,  $18,420,  $62,589  and  $1,260  for  1997-2001, 
respectively. 

The  net  book  value  of  property  and  equipment  collateralized 
under  long-term  debt,  including  the  sale/leaseback  transactions  and 
capital  lease  agreements,  was  $138,882  and  $113,920  as  of  January 
25,  1997,  and  January  27,  1996,  respectively.  Pursuant  to  an 
amendment  to  the  mortgage  notes,  the  Company  prepaid  $5,000  in 
November  of  1995  and  granted  security  interests  in  two  additional 
stores.  In  return  for  this  prepayment  and  additional  security,  all 
financial  covenants  have  been  eliminated  under  the  mortgage  notes. 

The  fair  value  of  the  Company's  long-term  debt  and  capital 
leases,  based  on  quoted  market  prices  when  available  or  discounted 
cash  flows,  using  current  interest  rates  for  similar  debt,  is  esti¬ 
mated  to  be  approximately  $148,300  and  $151,100  at  January  25, 
1997,  and  January  27,  1996,  respectively.  The  increase  in  the 
spread  between  the  fair  value  and  carrying  amount  of  long-term 
debt  in  1996  compared  with  1995  is  due  to  lower  quoted  prices  on 
the  medium-term  notes  and  higher  interest  rates. 

9  Lease  Obligations 

The  Company  leased  92  of  its  family  value  stores  and  two  of 
its  distribution  centers  as  of  January  25,  1997.  The  leases  usually 
contain  renewal  options  and  provide  for  payment  by  the  Company 
of  real  estate  taxes  and  other  expenses  and,  in  certain  instances, 
increased  rentals  based  on  a  percentage  of  sales. 


Rental  expense  for  operating  leases  consisted  of: 


1996 

1995 

1994 

Minimum  rentals 

$  36,122 

$  37,592 

$  33,851 

Contingent  rentals  based  on 
defined  sales  volume 

_ 

566 

514 

Real  property  rentals 

36,122 

38,158 

34,365 

Equipment  rentals 

2,516 

2,240 

1,969 

Total 

$  38,638 

$  40,398 

$  36,334 

Sublease  revenues  from  operating  leases  were  $4,998,  $6,576 
and  $4,601  in  1996,  1995  and  1994,  respectively,  and  are  not 
deducted  from  the  minimum  rentals  above.  Rental  revenues,  includ¬ 
ing  sublease  revenues,  were  $8,308,  $11,133  and  $7,950  in  1996, 
1995  and  1994,  respectively,  and  are  included  as  a  reduction  of 
selling,  general,  administrative  and  other  expenses  in  the  state¬ 
ment  of  earnings. 


continued 


Future  minimum  lease  payments  under  non  cancelable  leases 
(operating  leases  are  net  of  sublease  revenues)  as  of  January  25, 
1997,  are  as  follows: 


Capital 

Operating 

Leases 

Leases 

1997 

$  3,214 

$  33,958 

1998 

3,214 

34,307 

1999 

3,214 

33,787 

2000 

962 

32,080 

2001 

511 

30,845 

Thereafter 

1,213 

273,692 

Total  minimum  lease  payments 

$  12,328 

$  438,669 

Less: 

Imputed  interest  component 

4,764 

Present  value  of  net 
minimum  lease  payments 

including  current  maturities 
of  capital  leases  of  $2,705 

$  7,564 

The  present  value  of  future  required  payments  under  operating 

leases  at  January  25,  1997,  was  $255,553. 

The  components  of  property  under  capital  leases  were: 

January  25. 1997  January  27, 1996 

Cost 

$  21,000 

$  21,000 

Accumulated  amortization 

(13,525) 

(11,540) 

Net  book  value 

$  7,475 

$  9,460 

On  January  25,  1996  the  Company  sold  ten  store  properties. 

Simultaneously,  the  Company  entered  into  a 

2 5 -year  below  market 

lease  of  these  properties  with  the  new  owner.  On  January  29,  1996, 
the  Company  completed  the  sale/leaseback  of  six  additional  store 
properties.  The  proceeds  of  $25,000  in  1995  and  $15,000  in  1996 
from  the  sale/leaseback  transactions  provided  additional  cash  to 
meet  needs  for  the  Company's  Repositioning  and  for  other  corpo¬ 
rate  purposes.  Future  minimum  lease  payments  and  minimum  sub¬ 
lease  revenues  as  of  January  25,  1997  under  the  sale/leaseback 
transactions  completed  in  1995  and  1996  are  as  follows: 

Lease 

Sublease 

Payments 

Revenue 

1997 

$  5,100 

$  90 

1998 

5,100 

91 

1999 

5,100 

91 

2000 

5,100 

91 

2001 

5,100 

91 

Thereafter 

96,900 

950 

Total  minimum  lease  payments 

$  122,400 

$  1,404 

Less: 

Imputed  interest  component 

82,666 

Present  value  of  minimum 
lease  payments  including 
current  maturities  of  obligation 

from  sale/leaseback  of  $298 

$  39,734 

10  |  Common  and  Preferred  Stock 

As  of  January  25,  1997,  50,000,000  shares  of  $1  par  value 
common  stock  were  authorized,  with  18,320,339  issued  and 
18,286,224  outstanding.  There  were  50,000,000  shares  authorized, 
with  17,345,557  issued  and  outstanding  as  of  January  27,  1996. 
There  were  34,115  and  0  shares  held  in  treasury  as  of  January  25, 
1997,  and  January  27,  1996,  respectively. 

During  May  1992,  the  Company  completed  a  public  offering  of 
769,300  Depositary  Shares,  each  representing  one-tenth  of  a  share 
of  Cumulative  Convertible  Preferred  Stock.  The  offering  was  priced  at 
$50  per  Depositary  Share,  with  an  annual  dividend  rate  of  $3.25  per 
Depositary  Share.  The  Cumulative  Convertible  Preferred  Stock  is  con¬ 
vertible  at  the  option  of  the  holder  into  the  common  stock  of  the 
Company  at  an  initial  conversion  price  of  $38  per  common  share. 

The  Company  has  2,500,000  shares  of  $1  par  value  preferred 
stock  authorized,  with  76,930  Cumulative  Convertible  shares  issued 
and  outstanding  as  of  January  25,  1997,  and  January  27,  1996. 

11  Retirement  and  Profit  Sharing 

Effective  January  1,  1990,  the  Company  adopted  the  Venture 
Stores,  Inc.,  Retirement  Plan  ("Venture  Retirement  Plan")  and  the 
Venture  Stores,  Inc.,  Supplementary  Retirement  Plan  ("Venture 
Supplementary  Plan").  The  Venture  Retirement  Plan  is  a  defined 
benefit  pension  plan  that  covers  substantially  all  associates  of  the 
Company  who  are  at  least  21  years  of  age,  have  completed  one  year 
of  employment  and  are  paid  for  1,000  or  more  hours  in  a  year.  The 
Venture  Retirement  Plan  is  non  contributory  and  benefits  are  based 
upon  years  of  credited  service,  amount  of  pay  and  covered  compen¬ 
sation.  Effective  January  1,  1996,  the  Venture  Retirement  Plan  was 
amended  to  suspend  benefit  accruals.  Under  the  amendment,  ser¬ 
vice  continues  to  be  credited  for  purposes  of  determining  eligibility 
to  participate  and  vested  status.  In  the  fourth  quarter  of  1995, 
the  Company  recorded  a  $3,827  gain,  included  in  selling,  general, 
administrative  and  other  expenses,  related  to  the  curtailment  of 
the  Venture  Retirement  Plan.  The  Venture  Supplementary  Plan  is  a 
noncontributory  and  unfunded  plan  that  covers  associates  whose 
compensation  in  any  year  equaled  or  exceeded  twice  the  Social 
Security  wage  base  in  that  year.  Both  plans  operate  on  a  calendar 
year.  Pension  expense  for  both  plans  is  based  on  information 
provided  by  an  outside  actuarial  firm,  which  uses  assumptions  to 
estimate  the  total  benefits  ultimately  payable  to  associates  and 
then  allocates  this  cost  to  service  periods. 

The  Venture  Retirement  Plan  is  funded  with  at  least  the  mini¬ 
mum  but  no  more  than  the  maximum  funding  that  is  required  under 
ERISA  (Employee  Retirement  Income  Security  Act  of  1974). 


The  following  tables  summarize  the  funded  status  of  the  plans, 
components  of  pension  expense  and  actuarial  assumptions  as  of 
December  31  of  each  year. 

Funded  status  of  the  Venture  Retirement  Plan: 


Actuarial  Present  Value  of 
Benefit  Obligations: 

Vested  benefit  obligation  1 

_ Non  vested  benefit  obligation 

Accumulated  benefit 
obligation  (ABO) 

Estimated  effect  of  future 

_ salary  increases _ 

Projected  benefit  obligation  (PB0) 
Plan  assets  at  fair  value 
(primarily  equity  and 

fixed-income  securities) _ 

Excess  of  plan  assets  over  PB0 
Unrecognized  net  (gain)  loss 
Unrecognized  prior  service  cost 
Prepaid  (accrued)  pension  cost  $ 


(15,016) 

(959) 


(19,764) 

(1,444) 


0 _ 0_ 

(15,975)  (21,208) 

19,653  21,461 

3,678  253 

(1,669)  0 

0 _  0 

2,009  $  253 


(12,925) 

(4,251) 


(15,975)  (21,208)  (17,176) 


(4,844) 

(22,020) 

19,666 

(2,354) 

1,363 

_ (256) 

$  (1,247) 


Status  of  the  Venture  Supplementary  Plan: 


Actuarial  Present  Value  of 
Benefit  Obligations: 

Vested  benefit  obligation  3 

_ Nonvested  benefit  obligation 

Accumulated  benefit 
obligation  (ABO) 

Estimated  effect  of  future 

_ salary  increases _ 

Projected  benefit  obligation  (PB0) 

Plan  assets  at  fair  value _ 

Excess  of  PB0  over  plan  assets 
Unrecognized  net  (gain)  loss 
Unrecognized  prior  service  cost 

Unrecognized  obligation _ 

Accrued  pension  cost  i 


(1,516) 

(3,469) 

0 

(3,469) 

328 

1,070 

241 

$  (1,830) 


(564) 

(1,224) 

_ 0_ 

(1,224) 

(861) 

260 

290 

$  (1.535) 


Components  of  Pension  Expense: 


1996 

1995 

1994 

Service  cost 

$  388 

$  2,519 

$  2,857 

Interest  on  PB0 

1,544 

1,805 

1,746 

Actual  return  on  assets 

(2,446) 

(4,874) 

374 

Net  amortization  and  deferral 

899 

3,404 

(U50) 

Total 

$  385 

$  2,854 

$  3,227 

Actuarial  Assumptions: 

1996 

1995 

1994 

Discount  rate 

7.50% 

7.00% 

8.00% 

Expected  return  on  plan  assets 

8.00% 

8.00% 

8.00% 

Salary  increase 

5.00% 

5.00% 

5.00% 
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(dollars  in  thousonds,  except  per  share) 


Effective  January  1,  1990,  the  Company  adopted  the  Venture 
Stores,  Inc.,  Profit  Sharing  Plan  ('Venture  Profit  Sharing  Plan").  The 
plan  operates  on  a  calendar  year.  Associates  eligible  for  the  Venture 
Retirement  Plan  are  also  eligible  to  participate  in  the  Venture  Profit 
Sharing  Plan.  The  employer  matching  rate  is  variable  and  discre¬ 
tionary.  Effective  January  1,  1996,  the  Company  matches  0%  to 
100%  of  each  associate's  contributions  up  to  5%  of  pay.  Prior  to 
January  1,  1996,  the  Company  matched  25%  to  75%  of  each 
associate's  contributions  up  to  5%  of  pay.  The  matching  rate  was 
0%,  25%  and  25%  in  1996,  1995  and  1994,  respectively.  The 
Company's  matching  contributions  charged  to  expense  were  $1,151 
and  $1,003  in  1995  and  1994,  respectively. 

As  of  January  25,  1997,  and  January  27,  1996,  there  were  no 
significant  postretirement  benefits  other  than  pensions. 


12 


Stock-Based  Compensation  Plans 


The  Company  has  a  stock  option  plan  (the  "Stock  Option  Plan") 
that  authorizes  the  granting  of  options  to  purchase  common  stock 
to  management  associates  of  the  Company.  The  Stock  Option  Plan 
provides  for  the  granting  of  options  to  purchase  not  more  than 
800,000  shares  of  common  stock.  The  options  are  granted  at  the 
market  price  on  the  date  of  grant,  have  a  maximum  term  of  10 
years,  may  be  exe rased  in  installments  only  after  stated  intervals 
of  time  and  are  conditioned  upon  continued  active  employment 
with  the  Company,  except  for  periods  following  retirement,  dis¬ 
ability  or  death.  Beginning  in  June  1993,  the  Company  stopped 
granting  any  additional  options  under  this  plan. 

The  Company  also  established  a  plan  (the  "Stock  Appreciation 
Rights  Plan")  under  which  stock  appreciation  rights  can  be  granted 
in  connection  with  options  granted  under  the  Stock  Option  Plan. 
The  aggregate  number  of  shares  of  common  stock  as  to  which 
rights  may  be  exercised  shall  not  exceed  270,000  shares.  The  rights 
may  be  exercised  only  upon  surrender  of  the  related  options.  There 
were  no  rights  outstanding  as  of  January  25,  1997,  nor  January  27, 
1996. 

In  May  1993,  the  shareowners  approved  a  long-term  perfor¬ 
mance  plan  (the  "1992  LTPP")  under  which  awards  may  be  granted 
to  assodates  of  the  Company.  In  May  1996,  the  shareowners 
approved  an  amendment  to  the  1992  LTPP  to  allow  for  implemen¬ 
tation  of  a  restricted  stock  program  for  key  executives.  Under  the 
1992  LTPP,  incentive  stock  options,  nonqualified  stock  options, 
stock  appreciation  rights,  restricted  stock  and  performance  awards 
may  be  granted.  A  maximum  of  1.5  million  shares  of  common  stock 
may  be  issued  under  the  1992  LTPP,  as  amended.  Options  granted 
under  the  plan  will  be  granted  at  the  market  price  on  the  date  of 
grant,  have  a  maximum  term  of  10  years,  may  be  exercised  in 
installments  after  stated  intervals  of  time  and  are  conditioned  upon 
continued  active  employment  with  the  Company,  except  for  periods 
following  retirement,  disability  or  death.  Restricted  stock  grants 
may  be  issued  at  a  purchase  price  less  than  market  price  on  the 


continued 


date  of  grant,  or  as  a  bonus,  and  may  be  subject  to  restrictions, 
conditions,  terms  and/or  performance  goals  such  as  return  on  net 
assets,  earnings  per  share,  share  price  change,  return  on  equity 
free  cash  flow  per  share  and  operating  earnings.  The  market  price 
in  excess  of  the  purchase  price  of  restricted  stock  is  charged  to 
income  ratably  over  the  period  during  which  the  restrictions  lapse. 
The  Company  granted  862,514  shares,  70,000  shares  and  15,000 
shares  of  restricted  stock  under  the  1992  LTPP  in  1996,  1995  and 
1994,  respectively,  and  cancelled  107,500,  3,333  and  3,333  shares 
in  1996,  1995  and  1994,  respectively.  The  weighted  average  fair 
value  of  restricted  stock  granted  was  $7,  $8  and  $20  in  1996,  1995 
and  1994,  respectively. 

The  Company  accounts  for  these  stock-based  compensation 
plans  under  APB  Opinion  No.  25,  "Accounting  for  Stock  Issued  to 
Employees."  Accordingly,  no  compensation  cost  has  been  recog¬ 
nized  for  its  stock  option  plans.  The  compensation  cost  that  has 
been  charged  against  income  for  restricted  stock  was  $1,423,  $106 
and  $62  for  1996,  1995  and  1994,  respectively. 

Had  compensation  cost  for  the  Company's  stock-based  compen¬ 
sation  plans  been  determined  based  on  the  fair  value  at  the  grant 
dates  for  awards  under  these  plans  consistent  with  the  method  of 
FASB  Statement  No.  123,  "Accounting  for  Stock- Based  Compen¬ 
sation",  the  Company's  net  earnings  and  net  earnings  per  common 
share  would  approximate  the  pro  forma  amounts  indicated  below: 


1996 

1995 

Net  Earnings  (Loss) 

As  Reported 

$  (58,478) 

$  (19.855) 

Pro  Forma 

$  (58,782) 

$  (20,332) 

Net  Earnings  (Loss) 

As  Reported 

$  (3.38) 

$  (1.29) 

Per  Common  Share 

Pro  Forma 

$  (3.40) 

$  (1.32) 

Because  the  Statement  123  method  of  accounting  has  not  been 
applied  to  options  granted  prior  to  January  29,  1995,  the  resulting 
pro  forma  compensation  cost  may  not  be  representative  of  that  to 
be  expected  in  future  years. 


The  following  table  sets  forth  the  share  option  activity  for  the 
Last  three  years.  The  options  expire  between  five  and  10  years  from 
the  date  of  grant. 


(shares  in  thousands) 

1996 

1995 

1994 

Shares 

Wtd.  Avg. 
Exercise 
Price 

Shares 

Wtd.  Avg. 
Exercise 
Price 

Shares 

Wtd.  Avg. 
Exercise 
Price 

Outstanding  at 
beginning  of  year 

900 

$13 

573 

$19 

493 

$12 

Granted 

47 

$  7 

608 

$  7 

214 

$22 

Exercised 

— 

— 

(9) 

$  8 

(68) 

$  9 

Forfeited 

(247) 

$13 

(87) 

$19 

(40) 

$22 

Expired 

(124) 

$21 

(185) 

$13 

(26) 

$20 

Outstanding  at 
end  of  year 

576 

$10 

900 

$13 

573 

$19 

Exercisable  at 
end  of  year 

205 

$15 

145 

$24 

230 

$15 

Weighted  average 
fair  value  of 
options  granted 

$  4 

$  4 

The  options  outstanding  at  January  25,  1997  have  exercise 
prices  between  $3  and  $31,  with  a  weighted  average  remaining 
contractual  life  of  7  years. 

The  fair  value  of  each  option  grant  is  estimated  on  the  date  of 
grant  using  the  Black-Scholes  option  pricing  model  with  the  follow¬ 
ing  assumptions  used  for  grants  in  1996  and  1995:  weighted  average 
risk-free  interest  rate  of  6.2  and  6.3  percent  for  1996  and  1995, 
respectively;  expected  dividend  yield  of  0  percent;  expected  life  of  4 
years  for  options  with  a  contractual  term  of  5  years,  and  6  years  for 
options  with  a  contractual  term  of  10  years;  expected  volatility  of  60 
percent. 

13;  Shareowner  Rights  Plan 

On  September  25,  1990,  the  Company  adopted  a  Shareowner 
Rights  Plan  ("Rights  Plan").  One  Right  is  attached  to  each  out¬ 
standing  share  of  the  Company's  common  stock.  The  Rights  become 
exercisable  only  under  certain  circ um stances  involving  a  substantial 
purchase  or  tender  offer  for  the  Company's  common  stock  by  a  per¬ 
son  or  group.  The  Rights  will  expire  at  the  close  of  business  on 
September  25,  2000,  unless  previously  redeemed  by  the  Company. 

When  exercisable,  each  Right  entitles  the  owner  to  purchase 
from  the  Company  one  one-hundredth  of  a  share  of  Junior 
Participating  Preferred  Stock,  par  value  $1.00  per  share  ("Rights 
Plan  Preferred  Stock"),  for  $60.00,  subject  to  adjustment  to  prevent 
dilution.  Because  of  the  nature  of  the  Rights  Plan  Preferred  Stock's 
dividend,  liquidation  and  voting  rights,  the  value  of  one  one- 
hundredth  of  a  share  should  approximate  the  value  of  one  share  of 
common  stock. 

If  the  required  conditions  related  to  substantial  purchase  or  ten¬ 
der  offer  for  the  Company's  common  stock  are  met,  each  holder  of  a 
Right  (other  than  an  "Acquiring  Person"  or  an  "Adverse  Person") 
will  have  the  right  to  receive,  upon  exercise  at  the  then-current 
exercise  price,  common  stock  of  the  Company  or  acquiring  company 
having  a  value  equal  to  two  times  the  exercise  price  of  the  Right. 

Until  a  Right  is  exercised,  the  holder,  as  such,  will  have  no 
rights  as  a  shareowner  of  the  Company.  The  Rights  have  certain 
anti -takeover  effects,  because  the  Rights  will  cause  substantial 
dilution  to  a  person  or  group  that  acquires  a  substantial  interest  in 
the  Company  without  the  prior  approval  of  the  Board  of  Directors. 

14)  Pending  Litigation 

The  Company  is  a  party  to  a  number  of  Legal  proceedings  arising 
in  the  ordinary  course  of  business.  While  the  outcome  of  these 
legal  proceedings  cannot  be  predicted  with  certainty,  management 
does  not  expect  these  matters  to  have  a  material  adverse  effect  on 
the  Company's  financial  position  or  results  of  operations. 


15  jLong-Lived  Assets 

In  March  1995,  the  Financial  Accounting  Standards  Board  issued 
Statement  of  Financial  Accounting  Standards  (SFAS)  No. 121, 
"Accounting  for  the  Impairment  of  Long-Lived  Assets  and  for  Long- 
Lived  Assets  to  be  Disposed  Of."  This  standard  requires  that  long- 
lived  assets,  certain  intangibles  and  goodwill  related  to  those 
assets  to  be  held  and  used,  be  reviewed  for  impairment  whenever 
events  or  changes  in  circumstances  indicate  that  the  carrying 
amount  may  not  be  recoverable.  This  standard  also  requires  that 
long-lived  assets  and  certain  identifiable  intangibles  to  be  disposed 
of  be  reported  at  the  lower  of  carrying  amount  or  fair  value  less 
cost  to  sell.  The  Company  adopted  this  Statement  in  fiscal  1996 
and  determined  that  no  impairment  Loss  needs  to  be  recognized. 

16  jctuarterly  Results  (unaudited) 

Summarized  below  are  the  quarterly  results  for  the  last  two 
years. 


Cost  of 
Merchandise 
Sold 


Earnings 
(Loss) 
per  share 


Net  (Loss) 
Earnings 
Available  to 
Common 
Shareowners 


$  351,240  $  260,336 
329,423  246,218 

330,233  246,506 

474,863  412,265 

$1,485,759  $1,165,325 

$  440,916  $  332,047 


456,830 

444,612 

586,450 


348,629 

345,460 

452,810 


$1,928,808  $1,478,946 


$  1,737  $ 

(3,810) 
(9,203) 
(47,202) 

$  (58,478)  $ 

$  (3,192)  $ 
(17,341) 
(12,580) 
13,258 

$  (19,855)  $ 


0.06  $ 
(0.24) 
(0.54) 
(2.62)<;> 
(3.38)  $ 


1,112 

(4,435) 

(9,828) 

(47,827) 

(60,978) 


(0.22)  $  (3,817) 

(1.04)  (17,966) 

(0.76)  (13,205) 

0.7  3(*>  12,633 

(1.29)  $  (22,355) 


(1)  Fully  diluted  and  primary  loss  per  common  share  in  the  fourth  quarter  of  1996 
were  $2.62. 

(2)  Fully  diluted  and  primary  earnings  per  common  share  in  the  fourth  quarter 
of  1995  were  $0.72  and  $0.73,  respectively. 


The  estimated  full-year  LIFO  provision  is  adjusted  periodically 
based  on  changes  in  estimates  of  certain  variables.  Therefore,  the 
provisions  that  are  reported  each  quarter  may  not  necessarily  be 
representative  of  the  actual  full-year  provision.  The  following  table 
shows  what  the  pro-forma  per  share  impact  of  the  LIFO  charge 
(credit)  would  have  been  had  the  final  variables  been  known  at  the 
beginning  of  the  year. 


Total _ $  0.12  $  0.12  $  (0.20)  $  (0.20) 


(1)  Excludes  $0.15  per  share  UFO  credit  in  the  fourth  quarter  of  1995  related  to  the 
reduction  of  certain  UFO  inventories  in  connection  with  the  Repositioning. 
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management’s  responsibility  and 
report  of  independent  public  accountants 


Report  of  Management 

Management  is  responsible  for  the  preparation,  integrity  and 
objectivity  of  the  reported  financial  information.  The  financial  state¬ 
ments  have  been  prepared  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  consistent  basis  and  include 
amounts  based  on  estimates  and  judgments  from  currently  available 
information  and  management's  view  of  current  conditions  and 
circumstances.  The  services  of  specialists  within  and  outside  Venture 
have  been  utilized  in  making  these  estimates  and  judgments. 

Management  has  established  and  maintains  a  system  of 
accounting  and  internal  controls  designed  to  provide  reasonable 
assurance  that  assets  are  safeguarded  and  that  accounting  records 
provide  a  reliable  basis  for  the  preparation  of  financial  statements, 
and  that  such  financial  statements  are  not  materially  misstated. 

The  system  of  controls  includes  a  division  of  responsibilities,  formal 
policies  and  procedures,  and  a  comprehensive  internal  audit  pro¬ 
gram.  Management  continually  reviews,  modifies  and  improves  its 
systems  of  accounting  and  internal  controls  in  response  to  changes 
in  business  conditions  and  operations  and  recommendations  from 
the  independent  public  accountants  and  internal  auditors. 

The  Audit  Committee 
of  the  Board  of  Directors 

The  Audit  Committee  of  the  Board  of  Directors  meets  regularly 
with  management,  the  internal  auditors  and  the  independent 
public  accountants.  The  committee  met  four  times  during  1996. 

The  functions  of  the  committee  include  recommending  to  the 
Board  of  Directors  the  selection  of  independent  public  accountants, 
reviewing  the  independence  of  and  proposed  arrangements  with  the 
independent  public  accountants,  including  the  scope  of  the  exami¬ 
nation,  the  proposed  fees  and  the  advisability  of  the  independent 
public  accountants  making  specified  studies  as  to  other  auditing 
and  non-auditing  matters,  reviewing  the  results  of  the  audit  for 
each  fiscal  year,  and  reviewing  the  scope  and  results  of  the  internal 
auditing  program.  The  Audit  Committee  reports  the  results  of  its 
meetings  to  the  full  Board  of  Directors. 

The  members  of  the  Audit  Committee  are  Timothy  F.  Finley, 

H.  Edwin  Trusheim  and  Lawrence  J.  Young  (Chairman). 


Report  of 

Independent  Public  Accountants 

To  Venture  Stores,  Inc.: 

We  have  audited  the  accompanying  balance  sheet  of  Venture 
Stores,  Inc.  (a  Delaware  corporation),  as  of  January  25,  1997,  and 
January  27,  1996,  and  the  related  statements  of  earnings,  share- 
owners'  investment  and  cash  flows  for  each  of  the  three  fiscal  years 
in  the  period  ended  January  25,  1997.  These  financial  statements 
are  the  responsibility  of  the  Company's  management.  Our  responsi¬ 
bility  is  to  express  an  opinion  on  these  financial  statements  based 
on  our  audits. 

We  conducted  our  audits  in  accordance  with  generally  accepted 
auditing  standards.  Those  standards  require  that  we  plan  and  per¬ 
form  the  audit  to  obtain  reasonable  assurance  about  whether  the 
financial  statements  are  free  of  material  misstatement  An  audit 
includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  statements.  An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the  overall 
financial  statement  presentation.  We  believe  that  our  audits  pro¬ 
vide  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  pre¬ 
sent  fairly,  in  all  material  respects,  the  financial  position  of  Venture 
Stores,  Inc.,  as  of  January  25,  1997,  and  January  27,  1996,  and  the 
results  of  its  operations  and  its  cash  flows  for  each  of  the  three 
fiscal  years  in  the  period  ended  January  25,  1997,  in  conformity 
with  generally  accepted  accounting  principles. 


Arthur  Andersen  LLP 

St.  Louis,  Missouri 
March  27,  1997 


five-year  summary 


1996 

1995 

1994 

1993 

1992 

Income  Statement  Data;  (in  millions) 

Net  sales 

$  1,486 

$  1,929 

$  2,017 

$  1,863 

$ 

1,718 

Gross  margin  (FIFO) 

324 

440 

489 

472 

458 

UFO 

3.4 

(9.6) 

(2.9) 

0.5 

(1.7) 

Selling,  general,  administrative  and  other  expenses 

387 

465 

435 

391 

373 

Nonrecurring  charges  M 

50.0 

45.7 

5.6 

— 

— 

Operating  income  (loss) 

(67) 

(16) 

57 

80 

87 

Net  interest  expense 

28 

16 

10 

8 

8 

Pre-tax  earnings  (loss)  ^ 

(44) 

14 

53 

72 

80 

Net  earnings  (loss) 

(58) 

(20) 

29 

44 

49 

Per  Share  Data: 

Earnings  (Loss)  per  common  share  before 

extraordinary  item  and  cumulative  effect 
of  accounting  change 

(3.38) 

(1.29) 

1.53 

2.43 

2.82 

Extraordinary  item  and  cumulative  effect 

of  accounting  change  per  common  share 

— 

— 

— 

0.61 

(0.13) 

Earnings  (loss)  per  common  share 

(3.38) 

(1.29) 

1.53 

3.04 

2.69 

Dividends  per  common  share 

— 

0.215 

0.580 

0.575 

0.555 

Balance  Sheet  Data:  (in  millions) 

Working  capital^ 

18 

61 

95 

75 

93 

Total  assets 

688 

788 

779 

669 

595 

Long-term  debt 

179 

169 

153 

100 

92 

Shareowners'  investment 

182 

241 

266 

247 

202 

Debt  to  Total  Capital  (including 

present  value  of  operating  Leases) 

73% 

66% 

58% 

55% 

58% 

Selected  Statistical  Information: 

(dollars  in  millions ,  except  sales  per  square  foot) 

Total  sales  increase  (decrease) 

(23.0)% 

(4.4)% 

8.3% 

8.4% 

12,7% 

Comparable  store  sales  increase  (decrease) 

(20.2)% 

(9.4)% 

0.0% 

0.4% 

3.8% 

Sales  per  square  foot 

$  133 

$  168 

$  188 

$  191 

$ 

189 

Total  retail  square  footage  (in  millions) 

11.2 

11.5 

10.7 

9,8 

9.1 

Capital  expenditures 

$  19 

$  61 

$  83 

$  97 

$ 

79 

Depreciation  and  amortization 

33 

31 

28 

23 

19 

Rent 

39 

40 

36 

35 

34 

Present  value  of  operating  leases 

256 

262 

261 

250 

240 

Average  shares  outstanding  (in  thousands) 

18,025 

17,308 

17,181 

17,020 

16,856 

Stores  open  at  year-end 

113 

115 

113 

104 

93 

(1)  Nonrecurring  charges:  Store  closings,  expense  reduction  and  repositioning  programs  ($50.0  million)  in  1996;  Store  closings,  expense  reduction  and 
repositioning  programs  ($45.7  million)  in  1995;  Asbestos  ($2,6  million)  and  remerchandising  program  ($3.0  million)  in  1994. 

(2)  Before  nonrecurring  charges  of  $50.0  million  in  1996,  $45.7  million  in  1995  and  $5,6  million  in  1994; 

(3)  Before  cumulative  effect  of  accounting  change  in  1993  ($10.3  million)  and  extraordinary  item  in  1992  ($2.2  million  after-tax  charge). 

(4)  Working  capital  is  defined  as  current  assets  less  current  liabilities. 
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board  of  directors 


I 


Robert  N.  Wildrick 

Chairman,  President  and  Chief  Executive  Officer 
of  Venture  Stores,  Inc. 

Background:  Chairman  of  Venture  Stores,  1996 -Present;  President 
and  CEO,  1995 -Present;  Corporate  Executive  Vice  President  for 
Merchandising  and  Sales  Promotion  and  Chief  Merchandising  Officer 
of  Belk  Stores  Services,  Inc.  ("Belk"),  1991-1995;  Other  Belk  posi¬ 
tions:  Corporate  Senior  Vice  President,  1982-1991;  Vice  President, 
General  Manager  Corporate  Buying  Office,  1980-1982;  Corporate 
Vice  President  and  General  Merchandise  Manager,  1977-1980; 

Group  Vice  President  Merchandise  Sales  and  Promotion,  1974-1977; 
Various  management  positions  at  Sanger- Harris  Department  Stores, 
1970-1974;  Various  management  positions  at  Bamberger 
Department  Stores,  1968-1970. 

James  H.  Ferstl 

Executive  Vice  President,  Chief  Merchandising  Officer 
of  Venture  Stores,  Inc. 

Background:  Executive  Vice  President  and  Chief  Merchandising 
Officer  for  Venture  Stores,  1996-Present;  Executive  Vice  President 
of  Product  Development  and  Marketing,  1995-1996;  Corporate 
Vice  President  and  General  Merchandise  Manager  of  Gottschalks 
Department  Stores,  Inc.,  1987-1995;  Senior  Vice  President/ 

General  Manager  of  Platt  Music  Corporation,  1984-1987;  Executive 
Vice  President  of  Broadway  Southwest  Department  Stores,  1981- 
1984;  Regional  Vice  President  of  Sanger-Harris  Department  Stores, 
1965-1981. 

Robert  L.  Berra  <12) 

Retired 

Background:  Senior  Vice  President  -  Administration  of  Monsanto 
Company,  1980-1989;  Vice  President  -  Personnel,  1974-1980; 
Corporate  Vice  President- Personnel  and  Public  Relations  at  Foremost 
McKesson,  Inc.,  1970-1974;  Adjunct  faculty  member,  Washington 
University  and  University  of  Illinois. 


Kimberly  A.  Delsing(1>2) 

President  and  Chief  Executive  Officer 
of  The  Delsing  Group 

(Concept  and  brand  development  for  the  skin  care, 
beauty  and  fashion  industry) 

Background:  President  and  CEO  of  The  Delsing  Group,  1997-Present; 
President  and  CEO  of  H20  Plus,  1996-1997;  Chairman  of  Unilever 
Prestige  Personal  Products,  1994-1996;  President  and  CEO  of 
Elizabeth  Arden,  1994-1996;  President  and  CEO  of  Calvin  Klein 
Cosmetics,  1990-1994;  Executive  Vice  President  of  Calvin  Klein 
Cosmetics,  1986-1990;  Vice  President  of  Sales  at  Calvin  Klein 
Cosmetics,  1983-1986;  Field  Sales  Manager  of  Warner  Cosmetics, 
1979-1983. 

Timothy  F,  Finley  °-3) 

Chairman  and  Chief  Executive  Officer 
of  Jos.  A.  Bank  Clothiers,  Inc. 

Background:  Chairman  and  CEO  of  Jos.  A.  Bank  Clothiers, 
1990-Present;  Chairman  of  the  Finley  Group,  1985 -Present- 
President  of  Fred's,  Inc.,  1989-1990;  Executive  Vice  President  of 
Cannon  Mills  Company,  1981-1985;  Partner  with  Deloitte, 

Haskin  &  Sells,  1979-1981. 

H,  Edwin  Trusheim(13) 

Retired 

Background;  Chairman  of  General  American  Life  Insurance  Company, 
1992-1995;  Chairman  and  CEO,  1988-1992;  Chairman,  President 
and  CEO,  1986-1988;  President  and  CEO,  1981-1986;  President, 
1979-1981. 

Lawrence  J.  Young  <2  3) 

Chairman,  President  and  Chief  Executive  Officer 
of  Angelica  Corporation 

(Textile  linen  supplier  and  uniform  manufacturer  and  marketer) 

Background:  Chairman,  President  and  CEO  of  Angelica,  1990- 
Present;  President  and  CEO,  1989-1990;  President  and  Chief 
Operating  Officer,  1988-1989;  Executive  Vice  President,  1984-1988; 
President,  Angelica  Uniform  Group,  1980-1988;  Corporate 
Controller,  1972-1985. 


Standing  Board  Committees 

(1)  Compensation  &  Development  Committee 
i2)  Nominating  Committee 
(3)  Audit  Committee 
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Management  Direct 

Robert  N.  Wildrick* 

Chairman,  President  and 
^  Chief  Executive  Officer 

^Executive 
Vice  Presidents 

James  H.  Fersti* 

i 

Xhief  Merchandising  Officer 
Russell  E.  Solt* 

|  Finance  and  Administration 

Senior 

Vice  Presidents 

;R.  Neal  Black 
?  Product  Development  and 
Hardlines  Merchandise 
Management 

Eugene  Caldwell* 

Chief  Financial  Officer 

Cliff  J.  Campeau 
Marketing 

Jerry  L.  DeBoer 

General  Merchandise  Manager- 
Ladies  Apparel,  Accessories, 
Cosmetics  and  Shoes 
Robert  B.  Hensley 
Human  Resources,  Asset 
Protection,  Distribution  and 
Administrative  Services 

Donald  W.  Mielke 
Director  of  Stores 

Edwin  R.  Uchtman,  Jr. 

General  Merchandise  Manager- 
Mens,  Boys,  Childrens,  Toys, 
Sporting  Goods,  Juvenile  and 
Luggage 


ry 

Vice  Presidents 

James  G.  Baker,  Jr. 
Merchandise  Financial  Planning 
Joe  M.  Carter 
New  Business  Development 

Ken  A.  Corwin 

Stores 

Daniel  T.  Dasinger 
Distribution  and  Transportation 
Gary  M.  Deutsch 
Treasury  and  Finance 

Jerome  T.  Pramik 
General  Merchandise  Manager- 
Domestics,  Home  Decor, 
Electronics,  Books,  Music  and 
Lifestyle  Furniture 

Kent  A.  Swank 
Facilities  Management  and 
Real  Estate 

Mike  J.  Williams 
Recruitment  Associate 
Development  and  Benefits 

*  Executive  Officers 


Shareowner  Inforir 

Corporate  Office 
Venture  Stores,  Inc. 

2001  E. Terra  Lane 
O'Fallon,  MO  63366-0110 

Annual  Meeting  Date 
Friday,  June  20, 1997,  9:30  a.m. 
The  Stouffer  Renaissance  Hotel 
9801  Natural  Bridge  Road 
St.  Louis,  MO  63134 

Shareowner  Inquiries 
Communications  concerning 
shareowner  records,  including 
loss  of  stock  certificates, 
should  be  directed  to  our 
transfer  agent  and  registrar: 

The  Bank  of  New  York 
Shareholder  Relations 
Dept.- 11E 
P.0.  Box  11258 
Church  Street  Station 
New  York,  NY  10286 
(800)  524-4458 

Send  certificates  for  transfer 
and  address  changes  to: 

The  Bank  of  New  York 
Receive  and  Deliver  Dept.-llW 
P.0.  Box  11002 
Church  Street  Station 
New  York,  NY  10286 
Internet  Address: 
h  tt  p :  //st  kxfer.  b  a  n  kof  ny.  co  m 
Common  Stock 
Shares  of  Venture  Stores,  Inc., 
common  stock  are  listed  and 
traded  on  the  New  York  Stock 
Exchange  (trading  symbol  VEN). 
The  stock  is  quoted  as  "VentSt" 
in  the  daily  newspapers. 


;ion 

Preferred  Stock 
Depositary  shares  of  Venture 
Stores,  Inc.,  cumulative 
convertible  preferred  stock  are 
listed  and  traded  on  the  New 
York  Stock  Exchange  (trading 
symbol  VEN-PR).  The  stock  is 
quoted  as  "VentSt-pf"  in  the 
daily  newspapers. 

Financial  Reports 

Copies  of  the  Company's 
Annual  Report,  Form  10-K 
annual  report  and  Form  10-Q 
quarterly  reports  to  the 
Securities  and  Exchange 
Commission  are  available 
free  of  charge  to  shareowners 
upon  request. 

Contact: 

Venture  Stores,  Inc. 

Investor  Relations 
Mail  Station  260 
2001  E.  Terra  Lane 
O'Fallon,  MO  63366-0110 
(314)  281-6801 

Investor  Information 
Security  analysts,  investment 
professionals  and  shareowners 
should  direct  their  financial 
inquiries  to: 

Venture  Stores,  Inc. 

Investor  Relations 
Mail  Station  260 
2001  E.  Terra  Lane 
O'Fallon,  MO  63366-0110 
(314)  281-6801 


^ venture 


Venture  Stores,  Ine. 

2001  East  Terra  Lane 
O’Fallon,  Missouri  6  3  3  6  6-011  0 


